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Presto change-o 
with a bang! 


Now industry has a brand-new and inexpensive 
tool for forming even the toughest metals into 
intricate shapes. Using plastic dies, hard-to- 
handle metals are blasted into shape with ex- 


plosives. 


Developed as a low-cost way to form metals 
into shapes such as spheres, cones, cylinders, 
and corrugated panels, this technique is made 
even more practical by Shell Chemical’s tough 
Epon® resin. The smooth, impact-resistant sur- 
face of Epon resin dies form such metals as tita- 
nium and stainless steel to extremely close 
tolerances . . . costly hand finishing of parts is 
eliminated. 


With Epon resins to shape metals into more 
useful forms for industry, Shell Chemical helps 
give shape to a world of things to come. 


Shell Chemical Company 


Chemical Partner of Industry and Agriculture 
NEW YORK 





TEACHING BY TV 


Bell System facilities meet a new need. Already a vital link in filling 


educators’ requirements within a locality, state or across the nation 


An interesting current develop- 
ment in education is the use of 
television for instruction—both in 
classrooms and in the home. 


Evidence that a shortage of quali- 
fied teachers is developing coincides 
with the need for some way to meet 
the awakened interest in mathemat- 
ics, physics, chemistry, and educa- 
tion in general—from the elementary 
school to the college level. 


Many educators, in studying the 
twin problem, are thinking more and 
more about the possibilities of Educa- 
tional T'V in their teaching programs. 


In transmitting TV lessons and 
lectures from place to place, various 
means are available. Closed circuit 
Educational TV systems between 
schools may be required. Or connec- 
tion between broadcasting stations in 
different cities. Or a hook-up be- 
tween closed circuit systems and one 
or more broadcasting stations. 


Whatever distribution of TV is 
needed, in city, county, state, or 
across the country, the Bell Tele- 
phone Companies are equipped to 
provide it. They have the facilities 
and years of know-how. And the on- 
the-spot manpower to insure effi- 
cient, dependable service. 

For over three years, the local Bell 
Telephone Company has provided 
the closed circuit ETV network 


HELPING TO TEACH .. . HELPING TO LEARN. Classroom scene in Cortland, N. Y. 
This is one of the schools now using Educational TV. More than one TV receiver 
can be used where teachers wish to accommodate larger classes at one sitting. 


which successfully serves thirty-six 
schools in Washington County, 
Maryland. 


In Louisville, Kentucky, tele- 
phone company facilities now con- 
nect five elementary schools. In 
New York State, they serve a high 
school and seven other schools in 
the Cortland area. 


In San Jose, California, they link 
four schools with the campus of San 
Jose State College. And in Anaheim, 
California, eighteen schools are 
served by TV. 

The largest of the many current 
educational TV projects is called 
Continental Classroom. The Bell 


System is one of the business organ- 
izations which support it. 


In this great “classroom,” about 
half a million people get up early 
each weekday to view a half-hour 
lecture on Modern Chemistry on 
their TV sets at 6:30 A.M. This 
32-week college course goes from 
coast to coast over Beil System lines. 


The Bell Telephone Companies 
believe their TV transmission facili- 
ties and know-how can assist educa- 
tors who are exploring the potential 
value of educational television. 


They welcome opportunities to 
work with those interested in this 
promising new development. 


BELL TELEPHONE SYSTEM 











“Every kid knows Flexible Flyer quality... 
Sharon steels help keep them best? re i. co. in. 


The name “Flexible Flyer” has been identified with the finest in sledding since 1889. Equally respected 
and accepted in power gardening equipment is the name “Planet Jr.”. Both products are made by the 


S. L. Allen & Co., Inc., Philadelphia . . . starting with the highest quality steels from the Sharon Steel 
Corporation, Sharon Pa. 


<Kinons> SHARON Quality STEEL 
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SIDE LINES 


Labor of Love 


“I wonver if you realize,” a long- 
time subscriber recently wrote us, 
“how many of us read Fores 
backwards?” His first stopping 
place when each issue arrives: the 
final page of editorial content on 
which invariably ap- 

pears “THOUGHTS ON 

THE BUSINESS OF 

Lire.” 

Frankly, we are 
not at all surprised. 
Over the years we 
have been told 
more times than we 
could count that 
THovucnHtTs are one of 
Forses-readers’ fa- 
vorite features. That 
fact, incidentally, is 
one reason why it ap- 
pears regularly where 
it does: for conven- 
ience’s sake. 

More Than Money. It may seem 
a little old-fashioned for a business 
magazine, concerned with report- 
ing the fast-paced events of our 
economy, to take time out to offer 
readers a moment of quiet con- 
templation amid the hustle and 
bustle of life. But we don’t think 
so. For as another reader has ex- 
pressed it: “THoucuts keeps re- 
minding me to put first things first.” 

Many readers may not realize 
that the Tuoucurs feature is as 
old as Forses itself. From the very 
first issue of Forses, in 1917, this 
magazine has been devoting space 
to printing a selection of snippets 
of wit and wisdom from some of 
the great philosophic minds in 
mankind’s history. Other copy 
might be delayed, other plans for 
articles put off, but THoucurs has 
appeared in every issue. 

That it has is no accident. When 
the late B.C. Forbes founded this 
magazine, it was with the idea—in 
those days a revolutionary idea— 
of making public what were then 
regarded as the secret and private 
affairs of business. He believed 
then, as the world has come to be- 
lieve since, that business would be 
all the stronger for being better 
understood. Yet he felt too that, 
even in a news medium dedicated 
to the job of reporting and inter- 
preting the business scene, there 
was a place for—indeed, a need 
for—attention to an even more 
fundamental matter: the challeng- 


ing and difficult business of life. 

He was not disappointed in the 
response. At the request of readers, 
collections of thoughts which have 
appeared in our regular issues 
have been put into book form. In 

the years since, these 
books have gone 
through new, revised 
and expanded edi- 
tions, and reader de- 
mand for them has 
never slackened. 
‘'Mr. Thoughts.’ 
Since THouGHTs is 
such an old feature 
of Forses, we thought 
you would like to 
know something 
about how it is pro- 
duced. Fittingly, the 
man who assembles 
and edits it is a man 
who was also B.C. 
Forbes’ first employee: Senior Edi- 
tor George Wolf, a widely-read man 
with an unbookish concern for life. 
Now retired, Wolf still regularly 
comes in twice a month to see 
each issue’s columns of THOUGHTS 
through the presses. For him, it 
is a labor of love. 

After more than forty-two years 
of assembling the THoucuts page, 
George Wolf sees each issue as a 
new challenge “to get across an 
important message, to make people 
think large thoughts.” As his 
guidepost to its content, he takes 
B.C. Forbes’ own specification of 
years ago. “THovucuts,” B.C. once 
said, “should be calculated to in- 
spire a philosophic mode of life, 
broad sympathies, charity toward 
all.” 

Like George Wolf, whose editing 
of THoucuts has brought him into 
correspondence with people around 
the world, we take pride in the 
eager response THouGHTS has con- 
tinually met with from readers. 
“Amidst all the financial news I 
read,” one subscriber recently 
wrote us, “that one page seems like 
an oasis in the midst of a desert.” 

Nothing that could be said about 
Forses would have pleased its 
Founder more. For it was just that 
kind of response he had hoped for 
when, in the very first issue of this 
magazine, he had penned these 
words: “Business was originated to 
produce happiness, not to pile up 
millions.” 


70 Fifth Ave.. New York 11, N.Y. Second-class postage paid at Post Office, New =p 65 
» % 


scription $7.50 a year in U.S.A. Copyright 1960, Forbes, inc. 





Chemotherapy ATTACKS CANCER 


CANCER DETERRENTS are sought in one of the 
largest drug evaluation programs in the world at South- 
ern Research Institute, Birmingham, Alabama. Southern 
Research Institute engages in many other types of re- 
search, with more than 100 sponsored projects currently 
i under way. Among these are studies of new metals for 
ity : missiles, the effects of atomic radiation on chemical re- 
actions and new processes for desalting sea water. 
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hhe last half of the twentieth century belongs fo the South! 


MAHOGANY enters the United States at 
Pensacola, Florida, for sawing at Weis- 
Fricker Mahogany Company. This firm is 
one of the country’s largest importers of 
Central and South American mahogany for 
use in the production of furniture and boats. 







GOLF CARTS FOR RECREATION AND 
INDUSTRY. E-Z-Go Car Corporation, Au- 
gusta, Georgia, is America’s largest exclu- 
sive manufacturer of electric golf carts. 
Originally designed as pleasure vehicles, these 
carts are finding increasing uses in industry. 


CLAY, PLENTIFUL IN THE SOUTH, is 
used for a wide variety of products. W. S. 
Dickey Clay Manufacturing Company, with 
plants at Meridian, Mississippi and elsewhere, 
is the largest producer of sanitary sewer pipe 
in this country. 
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Research leads 
in the growth 
of the South 


Outstanding research is being done in 
company laboratories and private re- 
search centers, Southern universities 
and colleges. All major research areas 
are receiving attention, through exten- 
sive fundamental and applied investi- 
gations in medicine, electronics, atomic 
energy, agriculture and other new fields 
that are contributing so importantly to 
the amazing growth of the South. 

The Southern Company and its op- 
erating companies are constant and 
active participants in research to pro- 
vide ample electric power economically 
produced and distributed. Every day 
new facilities are added to meet the 
ever-growing electrical needs of the 
dynamic Southland. So they may be 
ready for utilization of atomic power 
in the South when economically feasi- 
ble these companies also are partici- 
pating in the development of nuclear 
power plants. 


THE SOUTHERN COMPANY 


ATLANTA: 1330 W 
BIRMINGHAM: 6 


Gulf Power Company 
Mississippi Power Company 
Southern Electric Generating Co. . Birmingham, Alabama 


| New York, N. Y. 








READERS SAY 


Christmas Story 


Sir: As the mother of two teen-agers, 


| I seem to be constantly in the position 
| of explaining that my children are not 


delinquents, nor are their friends. That’s 


| why- your editorial “A Christmas Story” 
| (Fact & Comment, Dec. 15) struck such 
| a responsive chord. The fact that most 
| of the buyers of expensive Bibles in a 
| big New York bookstore were teen-agers, 


and paying for them out of their own 


| earnings, speaks far more for the youth 
| of America than all the headlines about 
| juvenile vice. I'd like to see your editorial 


widely reprinted: even those of us who 


| are sure of the goodness of our own 


children occasionally need reassurance 


| these days that faith and decency are 
| still respectable standards. 


—(Mrs.) Setma Bronson 
New York, N. Y. 


Market of Stocks 


Sm: Says L.O. Hooper in your Decem- 
ber 1 issue: “To be trite, this is a market 


| in stocks, and not a stock market.” 


Says Heinz H. Biel in the same issue: 
“The old cliché that this is not a stock 


| market but a market of stocks is always 


brought forth when it becomes necessary 
to explain the anomaly of a stalemated 
stock market on the one hand and hectic 
speculations and fabulous gains in a 


handful of specialties on the other.” 


Says I: “Mr. Hooper, meet Mr. Biel. 


Mr. Biel, meet Mr. Hooper.” 


—Henry A. Berc 


Gifts to Minors 


Sm: In your editorial “A Gift Sugges- 


| tion” (Fact & Comment, Dec. 1) you 
| indicate a gift of securities in the State 


of New York is made under Article 8-A 
of the Personal Property Law of New 
York. 

Please be advised that this law was 
repealed, and effective July 1, 1959, was 


| replaced with the Modified Uniform Gift 
| to Minors Act. Registration should now 
| read: “Williarn A. Smith as custodian for 


Mary A. Smith under the New York 


| State Uniform Gift to Minors Act.” 


—Marc W. Caste 
President, 
Progress Planning Corp. 
New York, N. Y. 


Sir: Giving stock to children as advo- 
cated in your editorial has its pitfalls. A 
bachelor uncle of my wife’s gave our 
12-year-old some shares in a certain blue 
chip for his birthday. “Why, thank you 
Uncle” said he. “But our little investment 
club has just sold that.” 

—PatTrick COOPER 
Brooklyn, N. Y. 


Secret Ballot 
Sm: In your article “Not Peace But 


A Truce” (Fact & Comment, Dec. 1) 
you say: “When the 80-day cooling-off 


period expires on January 26, the whole 
dreary strike is almost certain to start 
all over again.” 

A more important date is January 6. 
Under Taft~Hartley Act, after 60 days of 
the 80 day period have expired with no 
agreement reached, a secret ballot must 
be taken arnong the workers, supervised 
by the Federal government, on whether 
to accept or reject the last best offer 
made by industry. My guess is that the 
workers will overwhelmingly vote to ac- 
cept management’s last offer, and will 
stay on the job. 

—E.L. KInscHNER 
Kentfield, Calif. 


Regulated Gas 


Sir: Your recent fine report on North- 
ern Illinois Gas Co. (“Some Like It Hot,” 
Forses, Nov. 15) included one disturb- 
ing phrase. It referred to “high-margin, 
non-regulated industrial gas.” 

Actually, our interruptible industrial 
and boiler fuel sales are not high-margin 
sales. In addition, interruptible industrial 
sales are made under rate schedules ap- 
proved by the Illinois Commerce Com- 
mission. Interruptible sales of gas for 
boiler fuel are made under a contract 
approved by the Illinois Commerce Com- 
mission. 

-—Georce W. RYerRson 
Secretary, 
Northern Illinois Gas Co. 
Aurora, IIl. 


Obligatory Credit 


Sir: In your recent story on the Bank 
of America (“The Bank that Can’t Stop 
Growing,” Forses, Dec. 1), there was one 
line that worried me badly: “. . as 
bankers know, the higher the income the 
greater the tendency of consumers to 
borrow.” Here I’ve been counting on that 
next raise so I could finally start saving 
the difference. Now it seems, the more 
money I make, the deeper I’m expected to 
go into hock! 

Lynn Copy 
Milwaukee, Wis. 


Broker Apathy 


Str: The recent letter from Gerald 
Smilovitz (Rea“ers Say, Dec. 1) in which 
he complains of the apathy of registered 
representatives toward young investors 
gets my complete sympathy. Many of us 
have had the same experience. Perhaps 
one cannet entirely blame customers’ 
men for concentrating on wealthier, 
heavy-trading clienis, since they must 
earn their commissions. Sut it would not 
be amiss to remind these brokers, to 
paraphrase an old cliché, “Mighty trad- 
ers from small investors grow.” 

—HeErBert LEONARD 
Detroit, Ill. 


Tarnished Gold 


Sir: Looking at the chart accompanying 
your editorial on the Golden Sixties 
(Fact & Comment, Dec. 15) I can under- 
stand why an advertising man should be 
gleeful and an economist worried. As 
I read the chart, food volume between 





Avco helps defend America from sea to space. 
Global security and peace depend upon an America geared to a space-age concept of defense. 
At Avco, skilled manpower and modern machines supply the attention and emphasis this con- 
cept deserves. Alert to the responsibilities of peace are: Avco-Everett Research Laboratory— 
investigating problems in gas dynamics and space technology; Crosley—commu nications, radar, 
infrared, electronic control. systems, missile fuzing; Lycoming—aircraft, marine and industrial 
power plants, missile subsystems; Nashville—aircraft and missile aluminum and stainless stee! 
structures; Pre-Flite Industries Corporation—jet engine starters, ground support and test 
equipment; Research and Advanced Development Division—basic and applied research in 


electronics, physical sciences, and engineering. § 


AVCO MAKES THINGS BETTER FOR AMERICA / AVCO CORPORATION / 750 THIRD AVENUE, NEW YORK 17, N. Y, 
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READERS SAY 


1960 and 1970 will jump from about $85 
billion to about $125 billion, an increase 
of slightly over 45%. But the largest 
population increase predicted for the 
same period is 20%. Since most Americans 
are already over-fed, I can only conclude 
that food prices are due to go up, and up 
and up. 

—WarrEN MERRIM 
Cleveland, Ohio 


Wrong Note? 


Sm: “Why are Americans so badly in- 
formed about business?” you ask in an 
editorial (“The Forest vs. the Trees,” 
Sidelines, Forses, Dec. 15). There’s one 
main reason: In spite of the millions 
corporations spend on fuzzy “public re- 
lations,” they sound their most clarion 


Why Some People 
Almost Always Make Money 
in the Stock Market 


Wy DO SOME “foolhardy” 

people make money in the 
stock market, while some 
others “lose their shirts”? 
What is the basic secret of 
preserving and multiplying 
your family nest egg? 

After 35 years as a stock 
market investor, writer, brok- 
er and advisor, G. M. Loeb is 
more convinced than ever of 
the answer: most investors 
have 


ideas about 


mistaken G. M. LOEB, a partner in one of the 
nation’s foremost investment brokers, 


true financial safety. "5 
: . Y. F. tt , ” hi 
According to Mr. Loeb, a co Hutton & Company, with which 


note when they talk about the money 
they’re making—and magazines like 


Foxses, with its preoccupation with prof- 
its, just help compound the error. To 
the 150 rni!iion Americans who are nei- 
ther manayers nor stockholders, all that 
adds up to is that either they are being 
paid too little for the work they do for 
“business,” or that they are paying too 
much for the products they must buy. 

-—JAMES TERRELL 
Jacksonville, Fla. 


Biggest Foreign Investment 


Stir: In your informative article on for- 
eign stocks (“Innocents Abroad,” Forses, 
Dec. 15) you make no mention of the 
most interesting investments of all that 
Americans have made overseas—the bil- 
lions of dollars of economic aid we have 
poured into foreign countries in the past 
15 years. You have fully calculated the 
return to investors on their private ven- 
tures abroad. But how would one cal- 
culate the return on the far greater 
investment that all of us have had to 
make, willy-nilly. in foreign economies? 
Even discounting any direct payback, 
presumably a ratio between the amounts 
spent on foreign aid, and the rise in the 


economies of the donee nations might | 
provide a vital clue to those interested 


in future overseas investment. 
—(Mrs.) Matitpa Macee 
Philadelphia, Pa. 


Art Too 


Str: I must say that Forses is now 
giving its readers everything. For years 
I have come to expect you to supply 
news and advice on business and securi- 
ties. But your rundown on the art mar- 
ket (“Pat Lannan’s Healthy Cats and 
Dogs,” Forses, Nov. 15), and particu- 
larly your “tip” on the undervalued 
work of Clyfford Still, came as a pleas- 
ant surprise. 

Since that issue, I have noted a spate 
of publicity on Still in various popular 
magazines. I would gather that, as Pat 
Lannan predicted, Still has now come 
into a bull market of his own. 

—JoHN SANDERS 
Chicago, Ill. - 
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partner in the famed broker 
age firm of E. F'. Hutton & Company, 
it is actually safer to put a smal! por- 
tion of your capital in a well chosen 
speculative stock and keep the rest 
of it idle—than it is to put all of it 
in a blue-chip stock. And he tells 
why, based upon facts drawn from 
his wealth of successful experience. 
This is just some of the startling 
advice given in his unusual how-to- 
invest book, “THE BATTLE FOR 
INVESTMENT SURVIVAL.” (125,- 
000 copies have already been sold!) 


And here is some more: 
—Diversification can limit profits. 
—The fact that a stock is widely held 
by investment-trusts is not always a 
good reason for buying. 

—“Dollar averaging” may in some in- 
stances be throwing good money aft- 
er bad. 

—It’s really more advantageous to 
aim at doubling your money than to 
aim at investing it for a 4% to 6% 
return. 

What makes Mr. Loeb’s daring 
rules so impressive is that he is not 
an ivory-tower theorist who has 
merely tested his ideas “on paper.” 
Instead, he is one teacher ‘who for 
35 years has practiced with cold 


has been associated for 35 years. 


cash what he preaches. And with big- 
profit results—for, as Newsweek Mag- 
azine says about his book, it is “writ- 
ten by a man who has outsmarted 
the market for years.” 

In this book he warns of Pitfalls 
for the Inexperienced . . . the Risks 

. tells What to Look For in Se- 
curity Programs .. . What to Buy 
—and When Advantages of 
Switching Stocks ... How You Can 
Profit by Taking Some Losses 
How to Detect “Good” Buying or 
“Good” Selling . . . and many other 
professional investment techniques. 
No wonder the Wall Street Journal 
says: “His book is a must.” 


TEN DAY FREE TRIAL OFFER 


Send no money. Simply mail cou- 

pon for a free-trial copy of Mr. 
Loeb’s book (together with a FREE 
copy of the Neill book). If not con- 
vinced within 10 days 
that it can repay its low 
price many times over, 
return it and pay noth- 
ing. But don’t delay. 
This book tells things 
you should be doing with 
your money right now 
—in today’s market! 





FREE—FOR LIMITED TIME ONLY 
“Tape Reading and Market Tactics” 


the other is Humphrey 
Neill’s Tape Reading 
and Market Tactics 
This book is available 
to the general public 
only from the author's 
private stock at $6 each, 
and he has been deluged 
with orders from all 
over the country! Neill’s 
book will be sent to 
you FREE with your 
order for the Loeb book. 
It is a detailed course 
on how to make money 
by reading the tape as 
the professionals do 


A national magazine 
recently reported that 
an amateur investor 
made over 2 million dol- 
lars using the advice he 
found in two books 
which he re-read almost 
weekly. One of them 
was Mr. Loeb’s book; 


— = ee a we eee awe 

Mail For 10 Days’ Free Examination 
Simon & Schuster, Publishers, Dept. 941 

- Fifth Avenue, New York 20, N. Y. 


Please send me a copy of ‘‘The Battle for Invest- 
ment Survival,”” by G. M. Loeb, and a FREE copy 
of Humphrey Neill's 





“Tape Reading and Market 
Tactics”’ entirely ON APPROVAL. If not convinced 
that it can repay its cost many times over may 
return the books within ten days and pay nothing 
Otherwise I will send only $3.95 plus a few cents 


] Postage as payment in full 


Name 
@lease print) 


| Address 


| City Zone State 


O SAVE POSTAGE. Check here if you ENCLOSE 
$3.95 as payment in full—then WE PAY POST- 
AGE. Same 10-day return privilege with full re- 

r fund GUARANTEED. 


Se 
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HARSHAW 


SILICON TETRAFLUORIDE 


ANOTHER FIRST 


Harshaw’s newest fluoride is silicon 
tetrafluoride. One of the major oil 
companies has just developed a proc- 
ess for using it to seal water out of 
oil wells during drilling. 

In 1904 when The Harshaw Chemi- 
cal Co. first started to manufacture 
hydrofluoric acid, all of the produc- 
tion was used by foundries to remove 


HARSHAW'S 5 


AnSHAW MANUFACTURING 
TJ PLANTS 


FOR HARSHAW 


sand from iron castings. Today, 
Harshaw’s fluoride division produces 
26 different fluoride chemicals for as 
many industries. 


The major uses of Harshaw Fluo- | 


rides are in the petroleum, glass, 
steel, and atomic energy industries. 
Even in these industries the uses are 
diversified. 


THE HARSHAW CHEMICAL CO. 


1945 EAST 97th STREET + CLEVELAND 6, OHIO 


Cleveland, Ohio + Elyria, Ohio « Gloucester City, N.J. » Hastings-On-Hudson, *" Y. « Louisville, Ky. 





If it flows thru pipe 
anywhere in the world . .: 





Chances are... 
it’s Controlled by 


Solving tough liquid level and pres- 
sure control problems are Fisher's forte 
—the very sinew and muscle of Fisher’s 
77-year leadership. 


The problem may be located in Vene- 
zuela, Brazil, Saudi Arabia or here in 
the U. S. A., but wherever or whatever 
the control ‘problem, Fisher is ready to 
solve it. 


| ENGINEERS WITH SPECIAL CONTROL PROBLEMS...FIND THE ANSWER IN... 
FISHER GOVERNOR COMPANY 


Marshatitown, iowa / Piants in Canada, Engiand, Australia 


SINCE 1880 


Manufacturers of: PRESSURE REGULATORS... DIAPHRAGM MOTOR VALVES AND LIQUID LEVEL CONTROLS 
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TRENDS & TANGENTS 


British aircraft makers, faced with in- 
creasing competition for shrinking 
markets, plot mergers which may ul- 
timately result in two giant combines. 
And, unlike the United States, they 
do it with the blessing of the govern- 
ment. Tory Defense Minister Duncan 
Sandys told the House of Commons 
he believes the proposed mergers will 
strengthen the industry’s financial 
footing, put it in better position to 


| compete with the US. 


Defense business sliding, big Texas 
and missile-maker Chance 
Vought is diversifying into “mobile 
homes”-—i.e., house trailers. By snap- 
ping up three trailer makers with 
combined volume of some $60 million 
a year, Chance Vought immediately 
becomes a major factor in the grow- 


| ing market for homes on wheels. 


Stee! production should hit a record 


| in 1960, barring a resumption of the 
| strike, 
| Joseph Block. | He foresees steel out- 
| put hitting perhaps 130 million tons, 
| up a bit from 1955’s previous high. 


according to Inland Steel’s 


At least 70 million of those tons will 
be poured in the first half, Block 
thinks, with the economy’s pace 
likely to slow somewhat during the 
final six months, 

a a 


Reverse Chain Reaction. In 1955, six 


| nuclear reactor projects for power 
| generation were started by U.S. utili- 
| ties. 


The next three years saw two 
each. Last year, only one was started. 
“We're waiting to see how these work 
out before we build more,” says one 
utility executive. 

» ’ 6 

Interest rates, which hit a 30-year 
high in 1959, won’t drop in 1960, and 
may go up further, say big New York 
banks. They look for continued tight- 
ness in money markets despite ex- 
pected lower borrowing by Federal 
Government in the first half. Life 
Insurance Association of America 
goes further, predicts gradual up- 
trend in rates for “next several years.” 

. . * 

Lone Star Gas Co. has a legal puz- 
zler on its hands. It has been storing 
gas in an underground field in Texas, 
while an independent operator at the 
far end of the pool has been with- 
drawing the gas and selling it. The 
legal puzzler: does an operator retain 
title to gas he bought when he injects 
it underground, or does the gas then 
again become subject to the law of 
capture? The knotty point must be 
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A Bank for the Space Age 


The door to outer space is ajar. Opened by a magic key—science. 
Over the threshold—the exciting, new world of tomorrow. 


1 


Chemical Bank New York Trust Company employs every device of ' 
modern banking science to open new doors of opportunity for ¢’ H E M I¢ ‘A | BAN K 
customers. Our magic key? Service—Gold Medal Service . . . 

accurate ... varied and complete .. . for every banking need. N E W YO RK 
Personal, corporate and institutional. fae ee AL P tS 
With 102 offices in Greater New York .. . correspondent banks PRUST Ce MI ANY 
throughout the U. S. and the free world . . . and resources of more ) 

than $4 billion, Chemical is “Pledged To Serve You Better.” 


»t' P 
olebateiaommaePe. 


Step into the bank of tomorrow today—your nearby Chemical office. 
Member Federal Deposit insurance Corporation 
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The Pontiac Bonneville Vista for 1960 


Pontiac serves you a beauty with perfect form on Wide-Track Wheels 


It’s no coincidence that so many Pontiac owners are 
sports-minded. 

The love of sports is the love of action. To like the 
spirit of competition is to like the spirited, that which 
is game, alive, ready. 

Check the physique of this 1960 Pontiac. If this fresh, 
clean styling doesn’t quicken your hankering for the 
fine sport of owning and driving a great automobile, 

your team physician at once. 

And when it starts to perform, there’s no serious com- 
petitor to be found. Wide-Track Wheels give it remark- 
ably steady footwork. It’s devoutly obedient to your 


coaching, takes your direction instantly, gracefully. 
Its power plant — accurately called the Tempest V-8 
engine—is resourcefully athletic, with precision timing, 
crisp take-offs, perennial endurance. There’s a whole 
team of engines for you to choose from—for either high 
performance or regular-gasoline economy. 
Enough of this. being on the sidelines of Pontiae en- 
joyment! See one of our fine dealers this week for some 
revealingly pleasant practice in a new 1960 Pontiac. 
With the widest track of any car, Pontiac's 
width is on the road—where it gives 


you better stability. Wide- Track 
widens the stance, not the car. 


PONTIAC MOTOR DIVISION © GENERAL MOTORS CORPORATION 
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TRENDS & TANGENTS 


solved by the Texas Railroad Com- 
mission, which regulates the state’s 
oil and gas production. 
a e e 

Polyurethane foam continues its 
habit of doubling in sales every year 
since it came to market in 1955. Last 
year’s volume, which goes mainly into 
furniture and auto upholstery, hit 75 
million pounds, just twice the 37 mil- 
lion pounds of 1958. 


The nation’s medical bill now adds | 


up to $22 billion a year, says Chase 


Manhattan Bank. That’s double the | 
1950 charge, more than six times the | 


1929 figure. Three dollars out of every 


$5 is paid out-of-pocket by patients, | 
insurance | 


the rest through health 

plans and the government. 
« . * 

Golden Sixties? Big-company presi- 

dents think so. More than half, in 


a recent survey, expect sales to be | 
at least 75% higher by 1970, with a | 


sizable group predicting levels four 
and five times higher. Moreover, 
most of them expect profits to rise 
even faster than sales. Most optimis- 
tic: those producing office equipment, 
machine tools, metals, agricultural 
machinery and construction equip- 
ment. 
. . © 

The Scientific Sixties should be the 

name for the next decade, suggests 


Ralph A. Rotnem, research chief for 


Wall Street’s Harris, Upham & Co. 


“Progress is so rapid,” says Rotnem, | 
“that 50% of the goods that will be | 


sold in 1975 are not known today. 


The alert investor with good sources | 
of scientific information may well find ‘| 


this a most profitable decade.” 
» . * 
Soviet Russia passed the U.S. as top 


producer of iron ore and coal in 1958, | 


according to the National Industrial 
Conference Board. The Communist 


bloc all together produced fully half | 
the world’s coal, nearly one third of | 
The United States still | 
leads in total mineral output, pro- | 


the iron ore. 


duces three times as much petroleum 


and aluminum, twice as much copper | 


as Russia. 
» - es 
More Jobs. Industry plans to hire 
about 19% more college graduates in 
1960 than last year, says a Northwest- 
ern University survey. They'll get 
more money, too, with starting sal- 
aries averaging 4% higher. 
+ -_ _ 
Japan has captured a solid 40% 
of the U.S. transistor market, says 
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Play golf the year round in Southern California 


Meet the Nation’s 
Number 2 Market 


Los Angeles Metropolitan Area retail 
sales have sky-rocketed to about $9 bil- 
lion annually. This tops Chicago by $300 
million (according to the 1958 Sales 
Management Estimate). 


From a business standpoint, this is an 
area you ought to know. The best way is 
from first hand inspection, so you can 
really gauge your future business oppor- 
tunities here. 


And now is the best time to visit here. 
For this is Southern California’s Spec- 
tacular "60 ...a series of exciting events 
added on top of our sunny days and 
famed sight-seeing attractions. 


SOUTHERN 
CALIFORNIA 


SEE IT IN 
SspECTACU LAR ‘60 





Plan now. Come soon. Reap the benefits 
of both Southern Californias: Delightful 
vacation area...vital, fast-growing busi- 
ness center. 


Free Full-color Sight-seeing Map of Los 
Angeles County, all Southern California. 
Locates 645 sights, plus 100 movie stars’ 
homes. Mail coupon today. 


ALL-YEAR CLUB OF SOUTHERN CALIFORNIA 
This advertisement sponsored by the Los An- 
geles County Board of Supervisors for the citi- 
zens of Glendale, Hollywood, Inglewood, Long 
Beach, Los Angeles, Pasadena, Pomona, Santa 
Monica, Torrance and 181 other communities. 


C---- 


li-Year Club Tourist Information Center 
Div. K-1 
628 W. 6th St., Los Angeles 17, Calif. 
Please send free Color Sight-seeing Map. 
(Miss) 
(Mrs.) 
(Mr.) 


Street 
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Zone State piananaets 
PLEASE PRINT NAME AND ADDRESS 
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These are the... 


Union 
Pacific 


Let’s ASSUME the time has come for you to 
seek another plant site. It’s a BIG problem . . . what 
are you going to do? 


Here’s an idea: inthe Union Pacific States 
of America (11 western states that have just about 
everything industry needs) you are almost sure to find 
a plant site that’s literally made to order for you. 


So why not tell us what you have in mind? We, in 
turn, will advise what’s available in the Union Pacific 
States. Simple!—and there’s no obligation. Just get 
in touch with your nearest U.P. representative or 
address— 


Industrial Development Dept. 


UNION PACIFIC 
KAcbooadt. 


OMAHA 2, NEBRASKA 











David R. Hull, president of the Elec- 
tronic Industries Assn., and a vice 
president of Raytheon. Hull said 
Japanese exports to U.S. would reach 
$60 million for 1959, up from $28 mil- 
lion in 1958, added that the Japanese 


| transistors were top quality. 


» a 2 

Oil supplies were the subject of a 
bearish report to the Investment 
Bankers Association of America. Its 
Oil and Natural Gas Committee indi- 
cated that the industry’s problems 
were almost entirely due to over- 
supply, saw little hope for near-term 


| improvement in earnings because of 
| continued price instability, weakened 
| operating margins. 


* * . 
The six U.S. automakers will turn 


| out 6.7 million passenger cars in 1960 


according to crystal gazers at the 


| Department of Commerce. This is 


21.8% more than their estimate for 


| 1959, second only to the 7.9 million 


produced in 1955. 
e os = 


Military budget clamp-down dealt a 
second hard blow to North American 
Aviation Co. The company, still feel- 
ing the cancellation of its F-108 
supersonic fighter contract in Sep- 
tember, now faces a sharp cutback in 
its futuristic B-70 jet-bomber pro- 
gram. 

& s . 
The best-fed nation in the world was 


| even better fed last year according 
| to estimates made at annual meeting 


of the Grozery Manufacturers of 
America. Despite an average drop of 
3% in prices, total food consumption 
was expected to top $73 billion against 


$70 billion for 1958. 


* e * 
Construction industry is headed for 
another prosperous year, says De- 
partment of Commerce. Though 


| housing starts will slip to between 1.1 


million and 1.2 million (from 1.35 
million last year), all private con- 


| struction is expected to rise, with 
| total outlays in the neighborhood of 


a record $55.3 billion. 


— * * 
Two annual financial statements for 


| corporations instead of one? A com- 
| mittee of the American Institute of 
| Certified Public Accountants is ex- 


pected to recommend just that. One 
would continue to give information in 
the familiar way; the other would re- 
work the dollar figures to reflect the 
impact of inflation upon plant ac- 
counts, depreciation, reserves and 
other vital data. 
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How | Turned *1,000 into a Million 


--starting in my spare time 


AN AMAZING STORY THAT MAY CHANGE 


by William Nickerson 


ERHAPS the hardest 

thing about making a 

million dollars — or even 

$200,000 — is the act of 

believing it to be possible. 

This may be the stum- 

bling block which will keep you from seiz- 

ing upon the extraordinary opportunity 
preseited here. 


Out of every thousand peopie who read 
this page, perhaps only 10 will be able to 
overcome their ingrained skepticism enough 
to send away for more information. And out 
of those ten, perhaps only one or two will 
exploit this opportunity to the hilt. But 
those fortunate few may enjoy the kind of 
financial success that millions dream of but 
only a few achieve. 


You can pyramid personal savings of 
$2,500 ($50 a month, plus interest, for 4 
years) into an estate worth $219,972 in 14 
years .. . $1,187,195 in 20 years. 


Your chances for success in this field are 
better than 400 to 1 —in fact, 1600 times 
better than if you went into business — ac- 
cording to actual U.S. government statistics. 


And most, if not all, of your new wealth 
will be yours to keep tax-free — not even 
subject to capital gains tax! 


I did better than that. When I was 25, 
my wife Lucille and I started saving part 
of my first modest earnings as a telephone 
company employee. In three years we had 
saved the down payment to buy a home. I 
began looking about for a way to insure a 
modest retirement income to supplement 
my telephone company pension. 


From “‘Scratch”’ to $500,000 by 42 


Starting with only the $1000 cash equity 
in my home, I pyramided this modest asset 
into $500,000 by the time I was 42 — all in 
my spare time. I retired at 42 to concen- 
trate on my investments — with consider- 
able time for gardening, swimming in our 
backyard pool, hunting, fishing, and 
traveling. 


Many friends turned to me for advice 
on how they could follow me up the road 
to fortune. Finally I decided to write a 
unique guidebook, in which I would share 
my money-making secrets. 

But editors who read my first manuscript 
told me: “Ah, but your success depended on 
starting during the depression. It could 
never happen again!” 


Another $500,000 in Only 2 Years 


This led me to study other men’s money- 
making experiences, and current, non-de- 
pression-period opportunities. Although I 
had not intended to increase my holdings, 
I found so many opportunities that in 2 
years I doubled my estate to over $1,000,000. 

Now my book, How I TurNep $1000 
INTO A MILLION, is ready at last. And in 
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it I reveal — and tell how to use — these 4 
basic principles of traveling the last re- 
maining road to great fortune still open to 
the average person: 


1. How to harness the secret force of 
free enterprise — the pyramiding power of 
borrowed money. If you have ever experi- 
enced difficulty in arranging a personal loan 
(or a commercial loan to go into business) 
you may have the idea that banks won't 
lend money to the “little’ fellow” for the 
purpose of making money. But I will show 
you how you can get lenders to put up 
gladly at least three dollars for every one 
of yours, thereby quadrupling the earning 
power of your capital. 


2. How to choose income-producing 
multiple dwellings in which to invest your 
own (and your borrowed) capital. If you 
are interested in investing in income-pro- 
ducing property for income alone, then you 
will probably get along all right without 
any advice from me, although even there I 
can give you many tips. But if you are out 
to pyramid your capital, there is a definite 
set of conditions to look for. 


3. How to make your equity grow. A 
fair market value of an income-producing 
property is in ratio to its income. There- 
fore, if you increase the annual net by 
means of the steps I outline, you increase 
the market value of the property — thereby 
increasing your equity. 


4. How to virtually eliminate the “tax 
bite” on your capital growth. I will show 
you how you can increase your net worth 
steadily without its being subject to in- 
come taxes — not even capital gains tax! 
J. K. Lasser’s famous guide, YouR INCOME 
Tax, says of this method that “the mathe- 
matics have almost unparalleled attraction.” 


If you have about $2500 right now — or 
if you can save only $50 a month for the 
next four years — you can start out soundly 
along the road to a million dollars. To en- 
hance your progress you will need an addi- 
tional personal investment of $50 a month, 
or $600 a year, for two more years after 
that, making a total investment from your 
personal savings of $2600. But then you will 
start receiving income from your invest- 
ment. In addition, if you follow my instruc- 
tions carefully, your capital can grow at the 
following startling rate: 


In 2 years, your $3600 grows to $5,800. 
In 4 years, you have $11,575. 

In 6 years, $21,681. 

In 8 years, $39,363. 

In 10 years, $70,548. 

In 12 years, $124,884. 

In 14 years, $219,972. 

In 16 years, $386,376. 

In 18 years, $677,583. 

In 20 years, $1,187,195. 


How far yor want to go up this ladder 
deperds on how much retirement income 
you would like. You can conservatively ex- 
pect to earn an average net return of 6% 


YOUR LIFE 


on your personal equity. So, if you would 
be satisfied with a retirement income of at 
least $12,000 a year, you might decide to 
stop when your equity reaches $200,000. 


“There Must Be a Catch to It!"’ 


Right now, it would be understandable if 
you were sputtering, “But — but — it’s not 
that simple. There must be a catch to it!” 


Of course there’s a catch to it! There are 
hundreds of “catches” — hundreds of pit- 
falls and traps for the unwary who have 
never traveled what I call the “realty road 
to riches.” But I made it, by learning as I 
went along. And you have a priceless ad- 
vantage whicii I never had — the advantage 
of being able to know beforehand every- 
thing I had to learn by trial-and-error. 


My 497-page book is literally the product 
of a lifetime, into which I have poured 
every distilled ounce of practical knowl- 
edge I gained along the road to fortune. It 
answers all the questions on real estate 
operations that my friends have ever asked 
me. I lead you through one actual trans- 
action after another, setting forth each step 
in detail. 


This method of making money is not 
dependent on continued economic boom or 
inflation. It is benefited and underwritten 
by America’s continuing population boom, 
which is expected to result in 77 million 
more people by 1980. And it is compara- 
tively recession-proof. 


Read Book for 2 Weeks Free — 
Then Decide 


You may have other questions, other 
doubts. Rather than attempt to answer 
them all here, the publishers invite you to 
examine my book free for two weeks in 
your own home. If you’re not impressed, 
return the book in two weeks and pay noth- 
ing, owe nothing. Otherwise it’s yours to 
keep for only $4.95 plus a few cents postage. 
Mail coupon or write to: SIMON AND 
SCHUSTER, Publishers, Dept. 451, 630 
Fifth Avenue, New York 20, N. Y. 


To Your Bookseller, or 

SIMON AND SCHUSTER, Publishers, 

Dept. 451 

630 Fifth Avenue, New York 20, N. Y. 
Please send me William Nickerson’s 497-page 

book, HOW I TURNED $1000 INTO A MILLION, for 

two weeks’ free examination. If not convinced that 

this book can pay for itself literally thousands 

of times over, I may return it in 14 days and pay 

nothing. Otherwise I will keep it and remit only 

$4.95 plus a few cents postage as payment in full. 


City.... ; Zone State 

SAVE POSTAGE. Check here if you prefer to 
enc'ose $4.95 WiTtH this coupon. Then WE 

prepay all postage charges. Same 14-day return 

privilege, full refund guaranteed. 
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the new 


In meeting the demands of a growing America, 
all of us in industry watch eagerly for something 
new. Here is the promise, the potential, and he 
proof of growth: The New Man on the job... 
The New Machine...The New Material... 


But before all these must come The New Idea 
—that magic spark in a man’s mind that will 


illumine all our tomorrows. 


This is why we havea large staff of highly trained 


GENERAL 


scientists and engineers constantly at work in 


our research laboratories from coast to coast. 


These are the men and women who are creat- 
ing the new products, the new services that will 
enable us to help industry supply tomorrow’s 
demands. Not to mention a variety of capabili- 


ties in national defense as well. 


Only by investing in tomorrow foday can we 


continue to serve a growing America. 


Ge) TELEPHONE & ELECTRONICS 


730 Third Avenue, New York 17,N. Y. 


RETAIL TRADE 
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ELECTRONICS 


“With all thy getting get understanding” 


FACT AND COMMENT 





by MALCOLM S. FORBES 


THE OUTLOOK FOR 1960 


At the end of every year, the editors and economists 
of Forses’ subsidiary, Investors Advisory Institute, Inc., 
make a detailed and comprehensive study on the business 
outlook for the year to come. Believing their findings to 
be of interest to all investors, I have asked them to sum- 
marize their conclusions for the readers of Fores 
Magazine. 

Here, then, is IAI’s appraisal of the economic outlook, 
its selection of industries most likely to do well during 
1960, and its reasons for believing so. 


The economic outlook for 1960 appears to point upward. 
This expectation is confirmed by our New Order Index. 
As shown in the chart below, this Index measures the 
relationship between manufacturers’ new orders, sales 
and inventories. With a proven record of anticipating 
directional changes in the level of industrial production, 
the Index rises when new orders increase at a faster 
rate than both sales and inventories and declines when 
new orders lag behind. 

The barometric quality of the New Order Index was 
demonstrated earlier in 1959 as it anticipated a strike- 
generated decline in the July FRB Index of Industrial 
Production two months in advance. Since the Index 
again resumed its upward course in September and 
climbed again in October, a rise in the rate of industrial 
production may soon develop. 

Assuming no further serious labor difficulties, the first 
six months of 1960 should be a period of rising economic 
activity. This conclusion is indicated if one considers 
that most of the activity postponed in 1959 as a result of 
the strike is expected to be shifted to this period. Other 
plus factors are that, in addition to a major inventory 
build-up in the offing, the 


On the less favorable side output may be restricted by 
the effects of tight money, reduced residential construc- 
tion and declining farm income. 

Inventory rebuilding is expected to provide the great- 
est stimulus to business activity during the first half of 
1960. Not only must this buildup restock depleted stores 
but it must also provide for an expected rise in the volume 
of sales. 

Bolstered by rising purchasing power as employment 
picks up, consumer spending should continue to expand. 
While non-durables and personal services should both 
grow, durable goods—especially auto demand—should be 
particularly strong. 

Business capital spending should surpass the 1959 level 
by about 10%-15%. This would follow a trend that has 
been climbing since mid-1958. Current tight money con- 
ditions should not affect this spending, since corporations 
are in a highly liquid position, with the bulk of these ex- 
penditures expected to be financed from a current high 
level of internally generated funds. 

Despite a sustained effort to foster economy, non- 
defense outlays could result in a modest increase in Fed- 
eral spending. However, the major stimulus from 
increased government expenditures—although slight— 
will again probably come from the state and local sectors. 

The economy should also benefit by a slowly improving 
position in our export traffic. Finally, while sliding farm 
income may hold down rural purchasing power, a greater 
weakness on the current business scene is the decline in 
Although this drop is due more 
to a lack of available mortgage money than to a lack of 
housing demand, the effects could still have an adverse 


residential construction. 


result in the future. However, with housing starts still 
expected to be at a good 





economy should also pros- 
per from a continued rise 
in personal consumption, 
higher auto output, fur- 
ther gain in_ industrial 
plant and equipment out- 
lays, rising government 
expenditures and an im- 





MANUFACTURING TRENDS 


ma Impex OF level, non-residential con- 


‘ 
INDUSTRIAL PRODUCTION 


eS struction should permit 
total 


score a 


building outlays to 
record high. In 
conclusion, while there are 


some areas of uncertainty, 
the near-term economic 
outlook is considered to 
be favorable. 








proved export position. 
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RETAIL TRADE 

Wage increases of about 4% on average and roughly 
twice this gain anticipated for personal income, should 
broadly enhance consumer buying power and provide the 
impetus to push composite retail sales to a record $230 
billion in 1960, a full 7% over 1959's indicated $215 billion. 

Much of this promise stems from the large number of 
new store openings planned for the coming year, espe- 
cially in the more renumerative suburban areas. An 
added stimulus will likely come from the expected $5 
billion advance in consumer credit which, on top of an 
increase in the numbers of employed, could extend the 
consumer base appreciably. Sales of durables, the par- 
ticular province of department and variety stores, should 
enjoy a greater rate of gain than non-durables, picking 
up to about 12% to the latter’s 5%. Profit margins in the 
industry will probably continue their upward trend, re- 
flecting the growing consumer demand, the upgrading 
and widening of goods offered, and better cost control. 
Price escalations appear likely, which impart additional 
elasticity to margins. 

PAPER 

U. S. consumption of paper and paperboard in 1959 is 
estimated at 38.3 million tons, up 8.5% from 1958 and 
approximately 5% above the previous consumption peak 
of 36.5 million tons recorded in 1956. In 1960, demand 


should further increase by 3%-4% from the 1959 level. 
This year-to-year gain should be experienced by most 
major paper grades including container board, newsprint, 
book paper, commercial printing grades, and coarse paper, 
in particular, stretchable kraft paper. 

Though paperboard mills operated at an approximate 


average rate of 93% of capacity in 1959, prices have not 
fully reflected the recovery in demand and price discounts 
continue to burden the industry. The group is not ex- 
pected to reach capacity production in 1960, but the antic- 
ipated increase in demand for paper should alleviate much 
of the troublesome price cutting. There is reason to be- 
lieve that wage increases, resulting from current contract 
negotiations, will be offset by price increases early in 1960. 
Industry earnings should show year-to-year gains in 1960, 
but may not match last year’s sharp recovery rate. 
INDUSTRIAL MACHINERY 

The outlook for this important segment of the economy 
appears very favorable through early 1960. Curtailed de- 
liveries in the wake of the steel strike have acted to boost 
order backlogs, in addition to swelling sales over the first 
half of the year. Moreover, the high level of capital spend- 
ing points to an extension of this strong sales pace. 

Capital expenditures are expected to attain an annual 
rate of $34.4 billion in the first quarter of 1960, compared 
with $30.6 billion in the first quarter of 1959, and with 
$35.3 billion in the final quarter of last year. Improvement 
in other industries’ own backlogs and the high level of 
capacity utilization suggests that the customer group of 
the machinery makers will continue to maintain a good 
business pace through the year. Machine tool producers 
should also record favorable sales figures in early 1960, 
although the longer-term outlook is somewhat clouded by 
the possibility of lower-cost foreign competition. 
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ELECTRONICS 

The ever-widening uses for electronics in military, in- 
dustrial and commercial applications point to the continu- 
ance of this industry’s dynamic growth trend throughout 
1960. Production of electronic goods rose 23% in 1959, to 
an estimated $8.5 billion and, under this impetus, equiva- 
lent gains should be recorded in the favorable climate 
foreseen for the coming year. For example, expenditures 
for electronic matériel used in missiles and rockets rose 
from $1.3 billion in fiscal 1958 to $1.5 billion in the 1959 
fiscal period, and are projected at close to $2.0 billion over 
fiscal 1960. 

In industry, an anticipated high level of capital expendi- 
tures, particularly for automated processes, indicate con- 
tinuing expansion of the utilization of electronics by this 
important market segment. At the consumer level, tele- 
vision set output is expected to rise under higher replace- 
ment demand, while production of radio sets also appears 
likely to expand. 

CHEMICALS 

Not even the prolonged steel strike could prevent the 
chemical industry from posting record results for 1959. 
Sales climbed to an estimated $25.5 billion, from $23.2 
billion in recession-affected 1958. Earnings forthe indus- 
try as a whole improved some 20%-30%. 

However, the strike did affect the industry by bringing 
certain raw materials into short supply and by taking two 
important customers out of the market—the steel industry 
itself and the steel-consuming industries. But for the 
shutdown, the chemical makers would have scored even 
more impressive gains than were recorded. On the other 
hand, the flow of new steel resumed just in time to prevent 
serious disruption in the demand for heavy chemicals. 

The industry shows no signs of slowing its phenomenal 
rate of growth, which at 7% a year for the last 12 years 
has been more than twice the growth rate of all U.S. in- 
dustry. Barring resumption of the steel strike, or labor 
stoppages in transportation, chemical sales are due for a 
healthy 8%-10% gain in 1960 

AUTOMOBILES 

Assuming no restrictions on steel supplies, domestic 
automobile production is projected to reach 6.7 million 
units in 1960, for the second best performance in the in- 
dustry’s history, and a 22% gain over the 5.5 million unit 
output estimated for 1959. This indication of a prosperous 
1960 auto year is supported by many factors which include 
deferred demand from the 1958 recession and public en- 
thusiasm for the compact car, whose introduction was 
affected by the recent 116-day steel strike. 

Additional plus factors for this major consumer durable 
industry in 1960 are: a continuation of the general eco- 
nomic recovery, a further rise in disposable personal 
income, the availability of ample funds for consumer auto 
financing, and industrywide labor peace for at least an- 
other two years. The depth of market penetration by the 
compact cars cannot, as yet, be gauged. However, this 
transition by the major auto companies into the economy 
car field meets a definite consumer demand which is 
gaining ground, and this trend is expected to materially 
widen the auto industry’s market. 
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Mail Coupon Today 


FOR FREE BROCHURE 


“Why So Much Industry Prefers to 
Locate in Debt-Free Indiana” 


DIRECTOR, INDIANA DEPARTMENT OF COMMERCE 
333-A, STATE HOUSE 
INDIANAPOLIS, INDIANA 


Dear Sir: 
Please send me a copy of your new 40-page brochure 


aT, 


NAME__ 


ADDRESS __ 


WHY debi. debt-free 
INDIANA 


NATION IN 


LEADS THE 


NEW-PLANT CONSTRUCTION 


per 


KOR 


RIGHT-TO-WORK LAW! 


The first such law enacted (and kept!) by a 
major industrial state. 


NO CORPORATION TAX! 


No manufacturer’s tax! No value-added tax! 
No net worth tax! No penalty tax! No “‘use”’ 
tax! No sales tax! No “‘nuisance’’ tax! 


ONLY ONE TAX-RATE 
INCREASE IN 28 YEARS! 
Other state and local spending is increasing 


37% faster than revenue. But in Indiana we 
live within our income! 
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THE 6th STRAIGHT YEAR ! 


NO STATE DEBT! 


Indiana is one of only 16 states still living 
within their income (as against 47 in 1946). 
Indiana has none of the $60 billion state and 
local debt (which was only $16 billion in 1946). 
Since Indiana’s constitution forbids bonded 
state debt, our new industries don’t pay yester- 
day’s bills! 


CENTER OF EVERYTHING! 





National manufacturing center, market center, 
sales center, shipping center, distribution center, 
warehousing center, population center! 





GOODYEAR 


DIVERSIFICATION AT 


The Niagara Power Project will be truly gigantic 
—starting with a diversion channel and 2,800-acre 
reservoir to store millions of tons of power-pro- 
ducing water from the Niagara River. Hundreds 
of tons of material required each day for the cre- 
ation of this giant will ride—economically and 
without interruption—on more than four miles of 
Goodyear conveyor belting. 

Goodyear conveyor belts are speeding work, 


quantities of bulk materials must be moved. 

These highly efficient belts are only one 
of the many products made by Goodyear for 
large-scale construction projects. They are only 
one of thousands of rubber, metal and plastic 
items developed by the Industrial Products Divi- 
sion of Goodyear. The Division is just one in 
Goodyear’s vast network of facilities making 
products which contribute to industrial progress 


cutting costs in many places where large and better living. 


GOODFYEAR 


THE GREATEST NAME IN RUBBER 


AVIATION PRODUCTS ° 
INDUSTRIAL RVSBER GOODS bd 


AIRCRAFT ° CHEMICALS . FILMS 


METAL PRODUCTS . 


FLOORING ° FOAM PRODUCTS 
SHOE PRODUCTS ° TIRES 
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THE REAL BUSINESS OF BUSINESS 


The man is not interested in flowers who will not truck with fertilizer. Nor 
more is the management concerned with society's well-being which will not attend 
to the business of business: making the money in its keeping make more money. 


“IN ANOTHER, simpler age,” Forses’ editors wrote two 
years ago, “it was taken for granted that a corpora- 
tion’s basic function was making money; in short, 
that the best company was the one that made the 
most profit. In a sense that is still so.” 

It was a provocative statement, and it brought 
a scattering of dissenting letters. “Forees,” said 
one, “has taken business back to the dark ages. If 
money is the measure of all things, then God help 
us!” 


Beyond the Dollar Sign 


That comment was brought to mind recently when 
one of our editors was talking to the chief executive 
of one of America’s great industrial coiporations. 
He had just returned from Washington, where he 
had been testifying before a Congressional commit- 
tee. The committee’s counsel had been unfriendly, 
and the experience left the industrialist deeply dis- 
turbed. 

The big point of dispute was the size of this 
industrial company’s earnings. Counsel kept press- 
ing the point: Weren’t they too large? 

“I just could not make him understand,” the 
businessman wearily reported. “Profitability is the 
only reasonable aim of management, but when 
I told him so I could read his judgment in his eyes. 
I had no sense of public service. I was just one of 
these guys who chase the almighty dollar.” 

Then this man said something that we think 
bears being repeated, and, if necessary, repeated 
again. “The real statesmanship in business,” he 
observed, “is to be businesslike. No company can 
contribute to our society more than it has to give. 
Jobs can’t be made where there is no capital to 
create them. Taxes cannot be paid where there 
are no profits to pay from. If you know your busi- 
ness is profitable, you know it is making its con- 
tribution. If it is not, it can’t.” 


Flowers & Fertilizer 


On the pages that follow, Forses’ editors survey 
the fortunes and progress of 250 major American 
industrial corporations. Frankly and unashamedly, 
much of what they have to say is about money. 

What may not be so clear is that their concern 
for things financial is not their main intent, which 
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is to look, and look closely, at the health of institu- 
tions which are the real underpinnings of our Free 
Enterprise economy. 

For the hard fact is that money is the language 
of business. There is no other way of talking 
meaningfully about it—of assessing its health, or 
of measuring its progress. 

Thus, in using that language, we have no apologies 
to offer. For we too think that there is more to life 
—and, for that matter, to business—-than chasing the 
almighty dollar. Yet as this badgered businessman 
rightly put it, the only useful business of business is 
being businesslike. Money and moneymaking may 
not be ends in themselves. But the man is not 
interested in flowers who will not truck with 
fertilizer. 


Measures of Management 


On the page following, Forses’ editors describe 
some tests they have devised to answer a question 
vital to our economic life: How well are corporate 
managements doing their job? That question might 
be paraphrased into another: How much are they 
contributing to our national economy? 

The primary test is profitability. For there would 
be no business—and no economy—if what our so- 
ciety has entrusted to corporate management did 
not pay its way. 

The second test is growth, measured in its several 
ways. History is studded with the corpses of enter- 
prises which failed to keep up with the times. There 
is no future in stagnation—either for business or 
an economy. 

Business managements, we premise, have the job 
of making money make money. Not all, however, 
have equal resources to work with, and sheer tests 
of profitability or rates of capital formation would 
unfairly ignore circumstances. Thus, in no case 
are the yardsticks Forses’ editors have used judg- 
ments. They are reports, expressed in a form 
by which each management’s performance can 
be meaningfully compared with that of any other. 

The cone exception is the final column. There 
appear Forses’ estimates of management perform- 
ance. Numerically these ratings express our judg- 
ments of how well management has done with what 
it has hed to work with. 





THE KEYS TO PERFORMANCE 


The intangible qualities that make up good management are, by their very 
nature, beyond objective measurement. But the bare facts and figures, prop- 
erly analyzed, can throw a good deal of light on actual management perform- 
ance. Hence FORBES’ Yardsticks of Performance. Here is how they work: 


GROWTH 


Standing still is tantamount to falling behind in 
a dynamic economy. Fores’ editors thus feel deeply 
that growth is a key test of management perform- 
ance. The yardsticks, therefore, take four basic 
measurements of a company’s growth: 

Sales Growth: How fast (on a compounded annual 
basis over the latest full five years) have the com- 
pany’s sales increased? 

Growth in Cash Flow. Since cash generation is es- 
sential to a healthy company, this yardstick takes 
the measure of the question: How fast has the 
company increased its cash flow (net income plus 
depreciation flow) over the same period? 

Growth in Earnings. Sales growth in itself is not 
necessarily healthy unless it also boosts earnings. 
Therefore, the question: Are earnings growing as 
fast as sales? 

Growth in Equity. Stockholders’ equity is, after alli. 
the capital base on which future earnings will 
be built. Is management making this grow? 


DILUTION 


In measuring dilution, Forses’ editors deliberately 
dipped into a touchy question. The question: Has 
management substituted mere empire building for 
healthy growth? Has growth been illusory, its bene- 
fits, in effect, cancelled out by indiscriminate issue of 
new shares? Has management baked a bigger pie 
only to cut # into smaller pieces? Where only a 
small proportion of the increased earnings have been 
translated into higher earnings per share, the sus- 
picion is that the growth has indeed been dissipated. 
The higher the degree of dilution, the less healthy 
the growth in sales and earnings. 


PROFITABILITY 


Profitability is (by management’s own standards) 
the single most important measure of a manage- 
ment’s success or failure. This yardstick asks: What 
kind of a return is management getting from stock- 
holders’ investment? This yardstick is in two parts: 

Cash Flow Per $1 of Equity. In many cases earnings 


are understated by reason of accelerated or abnor-- 
mally heavy depreciation accruals. Yet this deprecia- 
tion money is pouring into the corporate treasury all 
the same. A high relative showing on this yardstick 
will, therefore, partly compensate for a poor show- 
ing on the next one. 

Net Return on Equity. Shows earnings per share as 
a percentage of the company’s per share equity (e.g., . 
book value per share). This yardstick is applied 
twice—over a five-year period and for the latest 
year. Here comparisons are revealing. Is return 
on equity falling? Or rising? 


STABILITY 
Is management maintaining its per share earn- 
ings? Increasing them? Allowing them to slip? In this 
yardstick 1959’s estimated earnings are compared 
with an average for the latest three years. 


USE OF PLOWBACK 


Some companies pay out a large part of their 
earnings in dividends, some only a small part. The 
rest is plowed back. But the test of a plowback 
policy must be: Are the retained earnings being put 
to profitable use? This yardstick uses two basic 
figures: 1) the total of earnings per share plowed 
back over the latest five years; 2) the increase, if 
any, in earnings per share over the same five years. 
Any increase in earnings is expressed as a percent- 
age of the total plowback. While not an infallible 
measure of the efficiency of a reinvestment policy, 
this yardstick does at least indicate whether the new 
investment is increasing over-all profitability. 


FORBES RATING 


Forbes’ ratings are a composite judgment. They 
are compounded of the yardstick measurements, and 
ForBEs’ assessment of the problems of the industries 
and companies involved. The ratings are not a prod- 
uct of any rigid reading of the yardsticks. Neither 
are the ratings absolute ratings of management. 
They simply judge management performance on a 
relative basis within an industry. 


YARDSTICKS OF PERFORMANCE 
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DETROIT’S THREE-LANE HIGHWAY 


Only the steel strike kept automen from 
reaily stepping on the gas in their new, small 
cars. But with the prosperity postponed until 
this year, Detroit and its satellites—the tire 
companies and the partsmakers—were fol- 
lowing three separate routes to cash in on it. 


Near the end of the year, a veteran 
automobile executive, who also is a 
keen student of his industry, was 
asked what he thought about the 1959 
car year. “You've got to look at this 
business from bumper to bumper,” he 
replied. “The auto companies showed 
all the flash and seemed to make the 
most money. But it was the auto parts- 
makers who snapped back the fastest, 
and the rubber companies who were 
getting the most mileage—the big, 
steady profits—out of the business.” 


Three In Tandem 


That was true. For all their diversi- 
fication efforts, the tire and parts- 
makers can no more be disassembled 
from Detroit than the motor, wheels 
and fenders from a moving car. Yet, 
while all three groups were driving 
the same road, they were traveling 
at different speeds. Li’ bey-Owens- 
Ford’s Chairman John Biggers, for 
example, was making more on his 
invested capital selling auto glass to 
GM and other automakers than they 
were making by selling it in finished 
cars. 

For everyone concerned notwith- 
standing, 1959 was a good year, if not 
the one it might have been. Detroit 
was just reaching the maximum ac- 
celeration on its 1960 models when 
steel shortages clamped on the brakes. 
Steel began to trickle through again 
at year’s end, but the total number 
of cars produced probably came to 
only 5.7 million units. That was a big 
gain over the 4.2 million produced the 
year before, and made it the fourth 
best automotive year on record. But 
it was not nearly the output the 
motormen had hoped for. 

Detroit had already established its 
pace, shown where it was capable of 
going, when the steel workers walked 
out. When the new models appeared 
in the fall, so did the customers— 
plenty of them—with checkbooks in 
hand. For GM, Ford and Chrysler had 
made their decision to remove that 
spoke in their wheels, the compact 
cars of American Motors and Stude- 
baker-Packard, by making their own. 

The “small” cars established them- 
selves. Together with American Mo- 
tors’ Rambler and Studebaker-Pack- 
ard’s Lark, GM’s Corvair, Ford’s 
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Churchill recently bought two plastics 
comnanies and hac heen dickering for 


Falcon and Chrysler’s Valiant prob- 
ably grabbed off a fat 13.5% of the 
total car market. So great was the 
public’s reception of the new little 
cars, in fact, that no less an authority 
than the U.S. Government flatly pre- 
dicted that they would power car 
sales 6.7 million units this year, the 
second largest volume in history. As 
an interested bystander, Volkswagen’s 
President Heinz Nordhoff summed it 
up: “This will be the most interesting 
year in the history of the U.S. auto- 
mobile business.” 


Traffic Jam? 


One thing was certain about this 
year: GM will be fighting like a wild- 
cat for its share of big and small car 
markets alike. Chairman Frederic 
Donner made that clear at the end of 
his first full year at GM’s wheel. 
Sales increased 31.3% in the first nine 
months of the year, but GM’s profits 
gunned ahead by a _ high-powered 
81.7%, to $725 million. If the steel 
strike did not dent fourth-quarter 
profits more seriously than outsiders 
guess, GM probably kept its crown 
as the nation’s biggest money-maker. 

Under Donner, the big automaker 
racked up its gain in the classic GM 
tradition. Highly integrated, GM has 
the most efficient plant in the business, 
needs only one thing to make earn- 
ings march off its assembly lines like 
cars. Tha* thing is volume. With it, 
GM normally can show a return of 
21.7¢c on each $1 invested in plant, 
miles ahead of most industrial firms. 

As far as his steel stretched, last 
year Donner got that all-important 
volume. Not only were Electro-Motive 
and the other GM divisions in a 
winning scramble for business, but 
Donner had his auto salesmen work- 
ing overtime. True enough, like all 
medium-priced lines, Buick was lag- 
ging for most of the year. But Cadil- 
lac, Pontiac, Olds, Chevrolet and the 
compact Corvair were piling up gains. 
Near year’s end, GM’s output was 
running an estimated 25% ahead of 
the previous year’s. 

Moreover, Donner’s crew was clear- 
ly poised to make a real fight of it in 
1960. Symptomatic of that, GM was 
the first of the Big Three out on the 
streets with its compact car. Other 
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AUTOS 
General Motors 
Ford Motor 
Chrysler 
American Moters 
Studebaker-Packard 


RUBBER 
Goodyear Tire . 7.3 3.4% 
Firestone Tire & Rubber , 5.9 1.2 
U.S. Rubber . declined declined 
B. F. Goodrich , 3.5 declined 


AUTO PARTS 
Borg-Warner 2.1 declined 
Libbey-Owens-Ford 0. 4 8.9 1.9 
Budd Co. declined declined declined 
Tir:ken declined declined declined 
Electric Autolite declincd declined declined 
Rockwell-Standard declined declined declined 


declined 6.4% 21.7% 15.8% 

declined 3.4 declined . 13.4 + 18.6 

declined declined declined d 6.8 3.2 —39.3 
16.8% 75.6 ” ; ; 65 31.67 140.27 


declined declined declined deficits none 35,7 = 


10.5% 100+ % 5.3% 


65.0 


22.5 
20.3 
20.7 
16.4 


13.9 
12.5 
11.3 
11.2 


14.4 11.3 
12.3 46 
10.6 21.7 
10.1 5.1 


SSSR S288 


17.6 12.6 
32.2 20.6 
13.1 7.1 10.6 
19.6 147 18.1 
11.6 44 6.3 
19.4 12.5 15.4 


10.5 8.7 
32.4 


*Deficit 1954, profit 1959. +1959 Fiscal Year. 


automen had a clear declaration of 
GM’s intentions from Chevrolet’s 
Edward N. Cole: “four Corvair 
moves some other cars off the road,” 
said he, “well, that’s too bac” 

Ford will be in there shoving too. 
One measure of its current horsepower 
is the fact that Ford made one of the 
greatest corporate U-turns in history 
during 1959. From a slim $1.2 million 
in the same period a year ago, Ford’s 
profits snapped back to a high-pow- 
ered $339.1 million in 1959’s first nine 
months. 

Like GM, Ford made its money on 
the assembly line. Hit hard by the 
sales lag in medium-priced lines, Ford 
wrote off the Edsel as a $450-million 
lemon and concentrated on its other 
lines. In the final stretch, Ford had 
boosted production 55% ahead of 1958 
and possibly grabbed off 31% of in- 
dustry production (its share in 1958: 
29%). 

Its own steel supplies were Ford’s 
long suit. Thanks to Founder Henry 
Ford, the original do-it-yourselfer, 
Ford mills turned out half its steel 
needs. That gave for Ford’s Ford 
division a good chance to nose out 
GM’s Chevrolet division in the bat- 
tle of the low-priced lines. To gear 
up its effort, Ford also was selling 
completely restyled Fords and Mer- 
curys. 


High Road, Low Road 
With their corporate power, GM and 


Ford have reserves which Chrysler 


24 


**Deficit 1957, 1958, profit 1959 


Corp.’s President Lester L. (“Tex’’) 
Colbert does not. Thus, Colbert was 
able to show a $58-million profit in 
the year’s first half, but the steel strike 
and the massive bills to tool up for the 
1960 models told in the third quarter 
when Chrysler lost a walloping $34.2 
million. 

Can Chrysler change the pattern 
that puts it on the high road one year, 
the low road the next? Claims Col- 
bert: “We have come a long way in 
the 1950s, and we are confident that 
we have built the kind of company 
that the 1960s will demand.” 

That has involved two very big, 
very costly efforts at integration and 
reorganization—attempts in effect to 
make Chrysler over in the image of 
GM and Ford. Currently Chrysler is 
getting ready to fabricate half its glass 
needs, cast aluminum alloys, and 
make the $20-$30 million a year in 
parts it now buys from Electric Auto- 
lite. 


The Gadflies 


That the Big Three automakers have 
been pricked into all this activity is 
something of a tribute to the truly 
amazing performances of American 
Motors and Studebaker-Packard. By 
year’s end, American’s Rambler may 
have vaulted into third place in the 
auto sweepstakes, and StuPac’s Lark 
earlier was ahead of such famed old 
name plates as Chrysler and De Soto. 
Chortled American’s President George 
Romney: “The Big Three are not the 


2S8S85 


champions. They’re the challengers. 
We’re the champions.” 

That of course was hyperbole, but 
not without its justification. On an 
84.9% gain in fiscal-year sales, Amer- 
ican’s profits roared 131% ahead, 
to $60.3 million. At Studebaker- 
Packard, President Harold Churchill 
freely predicted that his outfit would 
end the year with tax-free profits of 
$25 million or more, vs. a $13.3-million 
loss in 1958. “We have zeroed in,” said 
he, “on the largest growth market in 
the automobile industry.” 

But now, of course, so have the Big 
Three. In meeting the challenge, 
Romney and Churchill have parted 
ways. Romney is building up ca- 
pacity. Churchill, even with his car 
sales booming, has more than he can 
use. 

Unlike GM, Ford and now Chrysler, 
American has always saved its capital 
by buying from outside suppliers. 
Thus, it‘ turns out a car with a plant 
investment of only $170, vs. an average 
$1,275 for Ford, Chrysler and GM. 
Result: American Motors earned 
nothing less than 31% on its stock- 
holders’ equity last year. Now, how- 
ever, Romney is launching a $17.5- 
million program which will boost 
American’s capacity 20% by the end 
of the 1963 model year. 

Churchill, on the other hand, with 
plenty of capacity, would like to put 
it to use. With an eye on Romney’s 
money-making Kelvinator division 
and Donner’s Frigidaire division, 


FORBES, JANUARY 1, 1960 





2 eeSeSe, ENV e 6&5 Sew 


Churchill recently bought two plastics 
companies and has been dickering for 
a merger with Oliver Corp., the big 
farm equipment maker. 

From the windswept fields around 
Ford’s Dearborn plant to the modern 
lobby of the Sheraton-Cadillac Hotel 
in downtown Detroit, nobody last year 
had anything but praise for those gad- 
flies Romney and Churchill. Yet the 
critical test of their management must 
come this year, as the Big Three roar 
down the pike in small cars. 


Heads & Tails 


No matter who wins the small car 
sweepstakes, the laurels ultimetely 
will crown heads in Akron. As the 
Detroit avitoman noted, it is the tire- 
makers who garner the automotive 
world’s steady, big profits (see chart). 
They are strictly fair-weather friends 
of Detroit. In good auto years they 
cash in by selling large amounts of 
original equipment tires. In bad years 
they sell the tires in the more profit- 
able replacement market. “Heads or 
tails,” grins one tiremaker, “we win.” 

It is a case, in effect, of lively profits 
and relatively few risks. Both Fire- 
stone and Goodyear, for example, have 
averaged 13.2% on their equity over 
the past five years, vs. 13.9% for the 
Big Three. Where Ford, for example, 
needed a really good year like 1959 
for its earnings to regain its average 
1957-59 profitability, Firestone and 
Goodyear had really never lost it. 

Goodyear, under Chairman Edwin 
J. Thomas, and Firestone, under 
Chairman Harvey Firestone Jr., con- 
tinued on their prosperous round last 
year. On a 20% gain in nine-month 
sales, Goodyear boosted its profits 
24.3%, to $58.9 million. At Firestone, 
profits for the fiscal year ended Octo- 
ber 31 jumped 20.3% to $64.6 million. 

Goodyear’s upward bound is per- 
haps even more impressive than it 
looks. For Goodyear’s Chairman Ed- 
win Thomas can never count on his 
No. One customer, Chrysler, to assure 
him of an average share of the original 
equipment business. Chrysler’s pro- 
duction record is far too erratic for 
that. So Thomas has deliberately gone 
further into debt than any other rub- 
bermaker to fund stabilizing activities. 
As a result, Goodyear now probably 
gets some half of its volume from such 
diverse items as mechanical rubber 
goods, missiles and parts, and elec- 
tronic equipment. 

As the record shows, Goodyear’s 
debt has amply paid its way. But last 
year, restless Eddie Thomas was 
plunging still further into space age 
business. Near year’s end Goodyear 
was up to its corporate neck in air- 
borne guidance systems, and other jet 
age hardware. Says Thomas: “The 
switch has come from planes to mis- 
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siles, so missiles are a natural out- 


growth for Goodyear Aircraft.” 
The Siren Song 


Firestone has not gone as far out 
into space, but it was all over the map. 
Along with expanding in plastics 
(among them: nylon, polypropylene 
and polyurethane), Harvey and Ray- 
mond Firestone were planning a tire 
factory in France and a $30-million 
plant in India to make synthetic rub- 
ber, butadiene, styrene and copoly- 
mers. One reason: faster tire growth 
abroad. 

Chemicals have long sung a siren 
song of profit to the rubber industry. 
They seem like just an extension of 
the rubber business., Yet their call has 
lured many an unwary mariner onto 
the rocks. The same calenders used 
to roll out rubber sheeting can also 
roll out plastic sheeting. The same 
technology that creates synthetic 
rubber can create other chemical com- 
plexes. Yet in recent years, chemicals 
have not been exactly an industrial 
El Dorado for the rubber companies. 
U.S. Rubber and Goodrich, for ex- 
ample, launched into chemicals just as 
the industry’s profit margins were 
narrowing. Both took their bumps. At 
U.S. Rubber last year, there was 
considerable improvement. Chairman 
Harry E. Humphreys Jr. reported 
nine-month profits up 86.6% to $26.5 
million. Yet even at that level U.S. 
Rubber would not come anywhere 
close to the $51.5 million it netted in 
1955. Nor was Goodrich, even with a 
profits upturn of its own, close to mak- 
ing the $46.7 million it banked that 
same year. With their chemical plants 
working half-heartedly, U.S. Rubber’s 
return on capital, in the five years 
since 1953, has come to 11.3%, Good- 
rich’s to 11.2%—at a time when Good- 
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year was netting 13.9°, 
12.5%. 

Can U.S. Rubber and Goodrich 
eventually brew the sort of profits they 
originally expected in their chemical 
retorts? Goodrich’s President J. Ward 
Keener suggests one way. “For a tech- 
nical man,” he told a reporter, “a pro- 
duct that will produce $20,000 in sales 
is just as interesting to develop as one 
that will produce $20 million. We want 
to make sure he concentrates on the 
$20 million one.” 


and Firestone 


Money, Anyone? 


The sort of profitability Keene: 
would like to have for Goodrich, 
Libbey-Owens-Ford already has sell- 
ing Detroit glass. Year after year, 
L-O-F’s Chairman Biggers nearly 
matches GM for return on capital. In a 
good car year, L-O-F’s profitability 
reaches phenomenal proportions. Dur- 
ing the first nine months of 1959, 
for example, its earnings soared a 
rousing 280% to $42.2 million. At that 
rate, Biggers probably finished out the 
year with a fantastic 32.4% return on 
capital. 

In effect, L-O-F takes a few pen- 
nies worth of sand and silica and turns 
it into glass worth dollars. No man to 
throw his money around, Biggers 
builds his plants close to both cheap 
sand and flush customers, thus keeps 
shipping costs low. This year, in a 
case of the rich getting richer, Biggers 
may do even better. For Detroit’s cars 
were looking more and more like 
greenhouses, and Biggers literally was 
watching the trend through 
colored glasses. 

“We cherish the automobile busi- 
ness,” Budd’s President Edward G. 
Budd Jr. likes to say, “and we intend 
to foster it.” It is not hard to see why. 
Detroit may sometimes be a poor cus- 
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the laurels always ended up in Akron 
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DETROIT AND ITS SATELLITES 


AUTOMAKING is still a 
notoriously cyclical busi- 
ness. But its ups and 
downs are a good deal 
less severe for Ford than 
for Chrysler, for General 
Motors than for Ford. 


Net as % of Invested Equity years. 
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BIG RUBBERMAKERS 
_ like Goodyear and Fire- 
stone, enjoy a far more 
stable career. One rea- 
son: their profitable re- 
placement business, 
which tends to expand 
in the automakers’ off 


SATELLITE AUTO PARTS 
suppliers get the wildest 
rid>2f all—— particularly 
oes like Electric Auto- 
lite, three-fifths of whose 
business is with Detroit. 


Net as % of Invested Equity 
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tomer, and it may also be an ungrate- 
ful one with a penchant for making its 
own parts. But, in a good year, the 
business from the auto industry means 
nothing but money. 


Roller Coaster 


The parts suppliers were the sur- 
prise of the whole business world last 
year. With Detroit buying and the 
parts men selling, Budd Co.’s profits 
soared 65% above their admittedly 
depressed 1957-59 level. Timken’s 
earnings rose 36.6%, Rockwell-Stand- 
ard’s 22.3%, Borg-Warner’s 8.7%. 

Yet this is just the upside of a roller 
coaster that goes up and down. Natu- 
rally enough, wise auto parts suppliers 
have worked hard to find ways to take 
the profits without the risks. Bendix, 
as one example, has carved out a 
place for itself in electronics, now 
gets only a small part of its sales 
from Detroit. Other partsmakers, how- 
ever, have succeeded only in part. 

Least successful probably of all was 
Electric Autolite. For years, Auto- 
lite worked hard and long for Chrys- 
ler. Then Tex Colbert decided he had 
to integrate his operations and out 
the window went the $20- to $30- 
million-a-year Autolite business. 
Lately, under the new management of 
Chairman Gurdon Wattles and Presi- 
dent Robert H. Davies, Autolite has 
been digging in for the day when the 
Chrysler business is gone. 

In rapid succession Autolite sold off 
non-productive plants, trimmed back 
and generally cleaned up shop. In 
place of auto parts came research and 
work on such new products as radia- 
tion resistant wire, precision ceramics, 
nuclear fuel elements and other items. 
Even at this stage, Davies and Wattles 
managed to increase nine-month 
profits by 273%, to $5.6 million. Notes 
Davies succinctly: “The world of 
wheels is changing, and we are chang- 
ing with it.” 
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The Frying Pan & The Fire 


Such changes sometimes are no 
more than a leap out of the frying 
pan into the fire. Take Budd Co., 
which increased its stake in rail- 
road parts only to find that they were 
just as cyclical as auto parts. Presi- 
dent Edward Budd was trying to rec- 
tify this mistake last year by moving 
into electronics and wheel rims for 
trucks and tires. Yet even in a unique 
auto parts’ year like 1959, Budd’s 
profits still probably came to less than 
three quarters of its 1950 net. 


At Borg-Warner, on the other hand, 
Chairman Roy Ingersoll and President 
Robert Ingersoll felt they could avoid 
this risk by diversifying across the 
board. Borg-Warner some years ago 
spread out into farm equipment parts, 


electronics, oilfield equipment and 
white goods. Last year this brought 
a 95.4% gain in profits (to $25.6 mil- 
lion) at the three-quarter mark. 

Yet the very magnitude of that re- 


covery pointed a moral: even the most 
widespread lines may have their trou- 
bles all at once. That was, in effect, 
what had happened to Borg-Warner 
in 1958. Thus, even last year Borg- 
Warner earned only an estimated 
10.5% on book value, a ratio lower than 
even Goodrich’s and U.S. Rubber’s. 


Close To Home 


Perhaps the formula that works 
best for a partsmaker is to stick to 
his last but multiply his customers. 
Two successful exponents of the theo- 
ry: Rockwell-Standard’s Chairman 
Willard F. Rockwell and Timken’s 
Chairman Henry H. Timken. 

Rockwell’s output still runs largely 
to such traditional products as axles, 
bumpers and brakes. But it sells only 
25% of them to the volatile passenger 
car market; the rest go into commer- 
cial vehicles, farm equipment, road 
building and other uses. As a result, 
Rockwell has been able to cash in on 
the good auto years but also rides 
out the poor years in fairly 
shape. 

Timken followed the same pattern 
last year, capitalizing on auto demand 
to boost its earnings 262.8% in the 
first nine months. That gave it a fat 
18.1% return on equity, a ratio that 
put it well ahead of even Rockwell's 
fine 15.4%. As the world’s largest 
maker of roller bearings, Timken’s 
output went not only into cars, but 
machine tools, rolling mills, farm im- 
plements and earth-moving machin- 
ery. Timken, of course, has its bad 
years, but even then its return on 
equity seldom drops below its 1953- 
1958 average of 14.7%. For 1960, of 
course, Timken could look forward to 
even better things—as the automen, 
rubbermen and partsmakers moved 
ahead in their new small cars. 


good 


FINISHING TOUCHES ON BUDD ASSEMBLY LINE: 
the trick was to make the profits without the risks 
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CHEMICALS 


THAT SPECIAL FORMULA 


for all their spectacular growth, chemicals have not been quite 


the pie-in-the-sky some businessmen expected. 


They demand 


a very special mixture of entrenched position and good man- 


agement, 


Ir THE return of near-boom conditions 
to much of U.S. industry last year 
proved anything, it was that a num- 
ber of diversified outfits might have 
done better by going into the hotel 
business—or any other business— 
than trying their luck in chemicals. 

In chemicals the stakes were high 
as never before. It took more than $1 
in plant expansion to produce every 
new $1 of additional sales. To sup- 
port that kind of investment you 
needed unusually high profit margins. 
Exceptionally high, in fact. Probably 
not less than 25c on the sales dollar 
before taxes and depreciation on the 
production of new plant. Quite obvi- 
ously, not every company had the kind 
of management skill to produce such 
high profit margins. “This business,” 
snapped a banker close to the industry, 
“is no place for dilettantes.” 

It certainly wasn’t last year. Not only 
were the stakes high, the competition 
was rough. And getting rougher. It 
has not been lost on some of Wail 
Street’s smarter moneymen that the 
chemical industry’s rate of growth 
has shown signs of slowing the past 
few years and that its plants have 
operated as low as 70% of capacity. 

Despite all this, many investors 
were still quite willing to pay a sub- 
stantial premium for the shares of 
proven chemical companies. For obvi- 
ously the industry had not stopped 
growing—even if it had slowed down. 
It came through the 1958 recession all 
but unscathed so far as over-all sales 
were concerned. Last year it boosted 
total production some 12% to a new 
high of $24 billion. Such industry 
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Without it, you’re better off making something else. 


pront leaders as du Pont, Union 
Carbide, Dow and Rohm & Haas 
pushed ahead a good deal faster than 
the industry. 

At the same time, however, such 
other leading companies as Olin 
Mathieson, Koppers, Allied Chemical 
and W. R. Grace remained substand- 
ard for the industry, both in terms of 
profit margins and return on capital. 
So, to a degree, did Monsanto. 


A Kind of Subsidy 


What did the company need to make 
out in this rich but tricky industry? 
Good management, of course. But 
something else as well. Whatever it 
needed, President Crawford Greene- 
walt’s E. I. du Pont de Nemours & Co. 
clearly had it. Without benefit of any 
leverage from debt, du Pont earned a 
solid 19% on its equity capital, second 
best in the industry last year. 

And what did du Pont have that 
many of its rivals seemed to lack? A 
look at Greenewalt’s profit product 
mix provided at least part of th> an- 
swer. Textile industry sales accounted 
for nearly 30% of his over $2 billion in 
sales. They accounted, however, for 
40% or more of his profits. In other 
words, du Pont was earning an es- 
timated operating profit margin as 
high as 40c on the sales dollar in tex- 
tile fibers as against only 32c on its 
over-all business. Which meant that 
du Pont could sell some of its newer 
produets, and some of its older ones 
as well, at below-average profit mar- 
gins and still come out very well. A 
sort of subsidy, in other words, from 
one group of products to another. 


Yet textiles were just recovering 
from a long slump. How had du Pont, 
then, managed to build the most profit- 
able part of its business on textiles? 
The answer was important. It was, 
along with good management, one of 
the basic keys to profitability in the 
chemical business. That answer was 
that du Pont had not been merely a 
supplier to the textile industry. It has 
been the prime supplier. Not the only, 
of course, but the first. Du Pont was 
ahead in textile fibers and managed to 
remain ahead. Its lead started with 
nylon 20 years ago and has continued 
through Dacron, Orlon and Teflon 


Otto Haas’ Plastic Profits 


Between 1950 and 1958, it is 
true, total U.S. consumption of tex- 
tiles slipped from 6.3 billion pounds 
a year to 6 billion. But this did not 
stop the synthetic textile fibers; their 
use in the same years soared from 100 
million pounds to 600 million, from 
2.1% of the market to 9.7% 

Du Pont’s management, in short, 
built itself an entrenched position in 
a strong market. Competitors it had 
(Chemstrand, Union Carbide for ex- 
ample), but the competition usually 
had to play on du Pont’s home ground 

Almost exactly the same principle 
has played a major part in the success 
of a far smaller company, Philadel- 
phia’s $220-million (sales) Rohm & 
Haas. Its patriarchal boss and found- 
er, German-born Otto Haas, shrewdly 
guided his company to a position of 
special strength in a special market. 
Though small in the industry, Rohm & 
Haas was big (and powerful) in its 
field. In this case it was plastic coat- 
ings. Deriving more than 65% of its 
sales from trademarked plastic prod- 
ucts (best-known: Plexiglas), Rohm 
& Haas has traditionally chalked up 
one of the best profit margins in the 
chemical industry. Last year it earned 
about $22 million on sales of some 
$220 million. Air Reduction, with 
roughly similar sales but spread over 
more competitive markets, earned 
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only 70% as much. 
How About Dow? 


Yet if having a_ well-entrenched 
specialty was the secret to success in 
the chemical business; how account 
for the matchless success of President 
Leland Doan’s Dow Chemical? It ac- 
tually ran ahead of du Pont in terms 
of cash flow per $1 of equity over the 
1953-58 year period. Yet Dow was 
hardly a specialist. Its sales were 
spread over some 700 products, with 
no single product or industry account- 
ing for as much as 5% of Dow’s sales. 

But Dow, too, had a special advan- 
tage. Like du Pont’s and Rohm & 
Haas’, it went a long way toward ac- 
counting for Dow’s great success. In 
this case, the special advantage lay in 
the skill with which Dow has ex- 
ploited the vast brine beds under its 
Michigan plants as a very cheap source 
of raw materials. A good half of 
Dow’s sales last year came from chem- 
icals processed from the brine. Hav- 
ing owned the brine beds for more 
than 50 years, Dow thus gets most of 
its raw materials virtualiy for free. 
Such an advantage soon lapses unless 
you exploit it. Dow has exploited it 
with a vengeance. That has meant 
constantly coming up with new prod- 
ucts in the line of your greatest advan- 
tage. Du Pont has done so. Rohm & 
Haas has too. Ditto Dow. Boasts Doan: 
“Products introduced through re- 
search in the past three years alone 
today account for 10% of our sales.” 

Dow has never lost sight of the im- 
portance of building an entrenched 
position rather than merely more pro- 
duction. Inalmost every move that Doan 
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made into products which couldn't 
be made from his basic raw materials, 
he carefully sought products in which 
he could establish a special position. 
The outstanding example was mag- 
nesium. Dow is still the only major 
U.S. producer. Again, in the range of 
plastics which Dow makes, Doan was 
always careful to guard the advan- 
tages won through research by de- 
veloping a line of trademarked prod- 
ucts. Monsanto, for example, expanded 
as fast as Dow over the past decade. 
But Monsanto spread into such 
roughly competitive markets as fer- 
tilizer. Result: Monsanto’s earnings 
rose less than half as fast. 


You Need Both 


Natural advantage, needless to say, 
is of little use in chemicals without 
good management. By the same token, 
good management is practically crip- 
pled unless it has a strong suite. 

Take the contrasting cases of Union 
Carbide, after du Pont the biggest 
U. S. chemical company, and Allied 
Chemical, the sixth biggest. Under the 
able leadership of Chairman Morse G. 
Dial, Union Carbide has been ex- 
tremely well managed. But Carbide 
also had a strong special advantage 
for that management to work with. 

Union Carbide’s strong suite was 
petrochemicals, a field in which it took 
an early lead and never let it go. It 
started with the successful fractiona- 
tion of petroleum, and today petro- 
chemicals make up a solid 50% of 
Union Carbide’s business. 

Union Carbide has two other strong 
suites: industrial gases, in which its 
Linde division has long been pre- 


eminent; and the electrodes, carbons 
and ferro alloys which grew out of the 
company’s development of one of the 
first electric arc furnaces. 

Allied Chemical has not been so 
lucky. In chemicals, perhaps more 
than anywhere else in the economy, 
bigness is no guarantee of success. 
However, success is almost a guaran- 
tee of eventual bigness. Twenty years 
ago Allied was a close contender with 
Union Carbide for the No. Two spot 
in the industry. Last year Allied had 
barely half Carbide’s sales and had 
dropped behind such successful con- 
tenders as Dow, was being hard- 
pressed by American Cyanamid and 
Olin! Mathieson. 

Last year Allied’s big problem was 
that it was lacking that special qual- 
ity of advantage in a key area. Allied 
was still an industrial giant with 100 
plants worth around $1 billion. But 
the more than a half billion dollars it 
has poured into capital spending since 
1950 has hardly been justified by a 
13% rise in earnings vs. 75% in sales. 

Moral: in chemicals money alone is 
not enough. 


A Year to Remember 


Rarely was this homey truth more 
dramatically demonstrated than during 
the course of 1959. Allied’s current 
management, headed by able Chair- 
man Kerby H. Fisk, was making tre- 
mendous efforts to catch up. But Al- 
lied still lagged. Even with record 
sales of around $715 million, Allied 
was able to push profits only to an esti- 
mated $5.25 a share. That was hardly 
more than Allied had earned in 1953 


on a much smaller capital investment. 
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Allied’s troubles were fundamental 
and not easily cured. For too long, an 
overconfident and overcautious man- 
agement had rested on a strong posi- 
tion in basic chemicals without 
bothering until comparatively recently 
to follow the basic products through to 
more profitable intermediate and end 
products. A strong position, thus, was 
lost by weak management. Allied had 
had one of the twin ingredients of 
success but lacked the other. Last 
year far too much of Allied’s profit 
sales were still in oldline, bulk, low- 
profit chemicals. 

So it was throughout the industry 
last year. The successful seemed to 
become more successful. Du Pont, 
for example. Its nine-month net rose 
more than 40% from the previous nine- 
month period. For the full year it 
was certain to equal the 1955 record 
level of $9.26 a share. Rohm & Haas, 
at the nine-month mark, had come 
close to matching earnings for the best 
full year in its history—$15.69 earned 
up to Sept. 30 against $15.97 earned in 
all of 1955. Similarly, Dow’s earnings 
for the three financial quarters which 
ended August 31 were up a huge 
102% over the same nine months of 
1957-58. 

Typically, Leland Doan was not 
content to rest on his oars. “To help 
pull up the profit margin,” declared 
he, “we are searching for new prod- 
ucts with a better-than-average profit 
margin.” 

On a somewhat smaller scale, Chair- 
man Albert E. Forster’s Hercules 
Powder was following the same 
principle. Starting with its original 
business of making explosives, Her- 
cules has carefully and ably followed 
it into protective coatings, synthetic 
fibers and plastics. It has never tried 
to be an all-around chemical com- 
pany. It has tried instead to get spe- 
cial products first. 

“If we develop a product and can- 
not beat the newcomers when they 
enter the race a few years later,” says 
President Forster, “we deserve to lose 
out.” Hercules has hardly lost out. 
Only du Pont, Carbide and Rohm & 
Haas earned a higher estimated return 
on their equity last year than Her- 
cules’ 16.5%. 

Union Carbide, even more than the 
others, demonstrated the power of its 
entrenched position. Though badly hit 
by the steel strike which clipped its 
third and fourth quarters badly, the 
company still made new records for 
the first nine months. “Furthermore,” 
declared Chairman Dial, “I expect that, 
for the full year, sales and income will 
make new records because of the high 
volume of chemicals and plastics sales 
which were at record levels for most 
of the year.” 
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A Special Case 


American Cyanamid, on the other 
hand, was something of a special case. 
It has had one strong foundation of 
profitability in its Lederle Laborato- 
ries division. But its strictly chemical 
lines were a long way from being a 
match for du Pont’s, Dow’s or Car- 
bide’s. It had not yet succeeded in 
channeling its drug profitability into 
highly profitable new products. 

Cyanamid probably earned a record 
$2.60 last year, a return of around 14% 
on equity. But du Pont earned 19%, 
Carbide 20%. 

Cyanamid, in part, was still paying 
the price of catching up. “Current re- 
sults,” explained President Wilbur 
Malcolm, “continue to reflect the bur- 
den of start-up costs, limited initial 
output and depreciation—all related 
to new facilities. The combination of 
all these costs, after taxes, is likely to 
exceed 30 cents a share.” 


Big Effort, Delayed Results 


Another notable—but not yet not- 
ably successful—effort was being made 
by Olin Mathieson. Olin Mathieson, 
like Allied Chemical, had yet to show 
any real return on its massive capital 
spending. In 1953-58 it doubled its 
investment in plant, branched out into 
a mammoth aluminum venture and 
ran some $338 million in debt. Its 
earnings, however, though way up 
from 1958's, were still short of the 
1954-56 average of $3.26. 
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Olin Mathieson’s efforts, so far, had 
been way out of line with the puny re- 
sults. But Wall Street had a certain 
grudging admiration for Olin Mathie- 
son’s strategy. It could well, in the 
end, prove wiser than that of Allied 
Chemical or American Cyanamid. 
Olin Mathieson was putting the best 
of its efforts into areas in which it 
could establish a _ special position. 
Aluminum is not a patented product, 
but the company’s $224-million ex- 
penditures on aluminum facilities put 
it among the top three or four inte- 
grated producers. On the other hand, 
President J. Peter Grace, who took 
the same sort of flyer in chemicals as 
Olin Mathieson had in aluminum, was 
not even in sight of a special position 
in chemicals. 


White Elephant? 


Grace’s Grace & Co. had long ex- 
perience in banking, foreign trade and 
Latin American investment But, 
lured by fabulous growth projections, 
Grace decided back in 1952 to pour 
some of his firm’s extra capital into 
chemicals. He spent over $100 million 
building plants chiefly to make poly- 
ethylene, industrial and agricultural 
chemicals, and issued shares worth 
about $60 million in book value for 
two going chemical companies. 

But by last year Wall Street was 
wondering whether Peter Grace 
should have gone into chemicals at all. 
As of last year the most important 
part of the company’s over-all opera- 
tions was its domestic chemical busi- 
ness which accounted for around 40% 
of sales. But there was little special 
advantage attached to being a mid- 
dling-sized producer of fertilizers and 
polyethylene, Grace’s 1959 earnings, 
though up sharply from 1958 (to 
around $3.25 a share), still fell a long 
way short of the 1956 record of $4.41. 

It was too early to say that Peter 
Grace had bought himself a big white 
elephant. But he certainly had his 
troubles. So, in many of the same 
ways, did Pittsburgh’s Koppers Co. 


Koppers Steps Out 


Like Grace, Koppers had broken 
into polyethylene. It had its tradi- 
tional base in tar chemicals, wood pre- 
serving and plant engineering, but in 
recent years Koppers has diversified 
into chemicals and plastics in search 
of more stable earnings. Last year 
Koppers was making less than a com- 
plete success of it. 

Beginning with no special advantage 
in the chemical area, Koppers found 
chemicals hard going. Still, regarded 
as a balance for his other operations, 
President Fred Foy’s chemicals ex- 
pansion made sense. It made particu- 
larly good sense last year when the 
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volume of business in Koppers’ impor- 
tant Engineering and Construction 
Division slumped 70%. “In spite of 
this,” reported Foy, “our net income 
increased 5% for nine months. This 
improvement was particularly notice- 
able in the chemical phases of the 
business.” 

This was more than Peter Grace 
could say. Unlike Koppers, whose 
oldline business was fading, Grace had 
had plenty of other potential outlets 
for his expansion money. Koppers, on 
the other hand, had had little choice 
but to try chemicals. 

Koppers’ trouble was that its older 
businesses did not seem to lead any- 
where. Air Reduction’s President John 
Hill was luckier. Even though his in- 
dustrial gas business seemed to have 
limited growth possibilities, the acety- 
lene from which it is made did have 
possibilities of new uses. Hill built a 
big chemical complex at Calvert City, 
Ky., where at least 12 small manu- 
facturing plants were set up to take 
acetylene and acetylene derivatives 
from Air Reduction’s big facility. 

Under Hill’s leadership, Air Reduc- 
tion regained the stride it had lost 
in the early postwar years, reported 
last year one of the highest degrees of 
earnings improvement from the early 
Fifties of any chemical company. 

But then Air Reduction had always 
been a chemical company of sorts. 
Koppers and Grace had not. Peter 
Grace was almost'a beginner in a 
business where experience and an en- 
trenched position are indispensible. 
He and Koppers’ Foy were, therefore, 
laboring under a great handicap. 


Another Exception 


As another relative newcomer to the 
industry, California’s Food Machin- 
ery & Chemical might seem to be 
an exception to these rules. According 
to the rule, a dilettante can never hope 
to match the profits that a “pure” 
chemical company can. Food Ma- 
chinery was hardly a “pure” chemist. 
Chairman Paul Davies and President 
Ernest Hart have worked out a bal- 
ance of sales between chemicals 
(42%), machinery (36%) and defense 
(22%). From it they have managed 
to produce an uninterrupted rise in 
profits since 1954. They have also 
produced a return on equity, which, 
if it couldn’t match du Pont’s or Car- 
bide’s, at least was as good as Allied’s, 
Monsanto’s or Air Reduction’s. 

But if Food Machinery wasn’t a 
“pure” chemist, it was hardly a dilet- 
tante either. It had not burst into 
chemicals the way Grace or Koppers 
had. 

Grace’s agricultural chemicals and 
polyethylene had little to do with 
Grace’s basic business. Food Ma- 
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chinery’s chemical spray and fer- 
tilizer acquisitions, however, were in 
a familiar field. They were both 
basically agricultural as was Food 
Machinery’s original business. 


Monsanto’s Miss 


For its wise acquisition policy, 
therefore, Food Machinery deserves 
good marks. Acquiring the right com- 
pany at the right price at the right 
time is a tricky affair. Food Machin- 
ery’s Davies and Hart have done it 
well. All the better, in fact, by com- 


CHEMICALS: Still 
Setting The Pace? 


The very model of a growth indus- 
try, chemicals easily outpaced in- 
dustry as a whole in the decade 
between 1949 and 1959. Chemical 
production not only rose twice as 
fast as total industry production, but 
rose far more smoothly... 
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... but there have been signs of a 
slowing down in the chemical in- 
dustry’s rate of growth. In the latest 
three years, chemical output has 
risen only half again as fast as total 
industrial output. 
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parison with President Charles 
Thomas’ Monsanto. 

Monsanto last year was paying 
dearly for its 1955 acquisition of Lion 
Oil. Not only did Lion load Monsanto 
with ammonia production capacity at 
a time when ammonia was in over- 
supply, but it also brought Monsanto 
into competition with the giant oil 
companies. Nor did Monsanto show 
much better judgment when it made 
an ill-fated foray into the detergent 
business. Promoting All in competi- 
tion with the major soapmakers put 
such a strain on profits and manage- 
ment that it had to end by selling it 
to soap-wise Lever Brothers. 


Monsanto's ill-omened Lion Oil 
merger went a long way toward weak- 
ening an otherwise good record of 
profitmaking in the chemical business. 
It showed again that having an estab- 
lished position in chemicals alone was 
not enough. Alert management, too, 
was of at least equal importance. 


You Can’t Relax 


Anyone who doubted the impor- 
tance of wide-awake management, 
had only to consider the sad case of 
Texas Gulf Sulphur. Formerly all 
it had to do to make big profits was 
to pump hot water into its Gulf Coast 
mines and then boil up the rich 
sulphur. 

It was easy. Too easy. Texas Gulf 
was earning as high as 35% on stock- 
holders’ equity, paying most of it out 
as dividends. 

But sales were not growing. Neither 
was net income. Competition, how- 
ever, was creeping in. And Chairman 
Fred Nelson was doing nothing about 
trying to upgrade Texas Gulf’s capital 
and knowhow into more promising 
lines of business. 

In 1958 and 1959 he paid the price 
Texas Gulf’s net fell from $3.23 a 
common share in 1955 to $1.34 in 1958 
and $1.34 last year. Its common 
stockholders watched sadly while the 
market price of their shares dropped 
from 45 in 1955 to a recent 20. 

Caught in a similar squeeze, Chair- 
man Langbourne Williams’ Freeport 
Sulphur showed a good deal more 
management ingenuity. During its 
prosperous years, Freeport poured 
much of its profits into development 
of new natural resources. Williams 
guided Freeport into nickel, cobalt, 
potash, oil and gas. At the year’s end 
Freeport made no secret of the fact 
that it had some $50 million of avail- 
able cash. “We are seeking other 
opportunities,” said Vice President 
John C. Carrington, “and there are 
no particular limitations on how we 
may seize them.” 


The Vital Ingredients 


Whether you looked at the chemical 
industry last year from the viewpoint 
of Texas Gulf Sulphur, of W.R. Grace 
or of Dow, the same conclusion was 
inescapable. It was that you needed 
two things to succeed in the chemical 
business. You needed, first of all a 
strongly entrenched position in at 
least one special field. But that alone 
was not enough. You also needed top- 
notch management skill. Combine 
these two and you came up with an E. 
I. du Pont de Nemours, a Dow Chem- 
ical or a Rohm & Haas. 

But that was asking a lot. The 
chemical business, as 1959 clearly 
showed, was no pie-in-the-sky. 
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Radiantly styled for the Rocketing ‘60% ! > 
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1960 NINETY-EIGHT HOLIDAY SPORTSEDAN 


Quiet elegance marks this Oldsmobile. With its 

luxurious Custom-Lounge Interiors and the NINETY 

exceptional new PREMIUM ROCKET Engine, — 

you are certain to find it the most satisfying E/I GAT 

car you have ever owned. Your local authorized 

Oldsmobile Quality Dealer will be most happy by Owos NOB Ii LE 
to show you all the wonderful reasons why. 


OLDSMOBILE DIVISION. GENERAL MOTORS CORPORATION 


-.FOR THE PERSON WHO WANTS THE FINEST THE MEDIUM-PRICE CLASS HAS TO OFFER! 
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soon...Cheaper atomic power 





General Electric Vallecitos Atomic Laboratory. Here, in California’s Livermore Valley, U.S. Steel sponsors the first large-scale. ori- 
vately financed study of radiation effects on steel. Project will hasten the advent of low-cost atomic power. 


This G.E. technician adds a touch 
of glamour to the serious busi- 
ness of making a radiation count 
on foil samples removed from 
General Electric Test Reactor. 
She works in a mobile lab made 
available to the project. 





with (ss) Atom Age Steels 


EFORE ATOMIC POWER can light our cities 

or run our industries efficiently, the cost 
of building and operating commercial atomic 
reactors must be reduced. The two big prob- 
lems: high cost of nuclear fuel, and the need 
for better and less costly materials of con- 
struction. 

Firsthand information on the effects of 
radiation on steel has not been easy to come 
by. The start-up of the General Electric Test 
Reactor, near Pleasanton, California, and the 
Westinghouse Testing Reactor near Pitts- 
burgh has enabled U.S. Steel to launch the 
first large-scale private investigation of irradi- 
ated steels. These explorations will be carried 
out in private test reactors, wholly financed 
with private capital. 


Today, U.S. Steel has scientists working 
full-time at Westinghouse and General Elec- 
tric Atomic Laboratories; extensive applied 
research in nuclear steels is also being carried 
on at U.S. Steel’s Monroeville Research 
Center. 

From these tests will come new and im- 
proved atom age steels: stronger, more cor- 
rosion-resistant steels, steels that will hasten 
the advent of commercial nuclear power. 
The full effects of this vast U.S. Steel re- 
search program may not be felt for two, 
five, or even ten years. But, cheaper atomic 
power is on its way . . . because American 
industries like U.S. Steel are contributing 
to the research. United States Steel, 525 
William Penn Place, Pittsburgh 30, Pa. 


USS is a registered trademark 


(iss) United States Steel 
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Clayton McDole, U.S. Steel scientist (second from left) supervises the removal of irradiated foil samples 
from General Electric Test Reactor. Information obtained provided a solid flux data foundation for the 


irradiation research of special reactor steels. 
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Why Citibank can do more 
the f th d abroad 
A visit to First National City’s Overseas or you at home and abroa 


minute Division on the Sixth Floor at 55 Wall Street prance topp Manganese. 1 rasp niggas 


in New York City and 83 fully staffed 


you ...or at any of Citibank’s more than 160 tai racceaanie 


Large Staff. Over 6,000 skilled 
branches, offices and affiliates in 29 countries Citibankers to serve you. 


open 
this door 


...Can open business doors for you, at once, Gervenpendent Sanke in every 


important free-world city. 


around the world. And your FNCB banker’s Facts Quickly Available from over 


. 200,000 international credit files. 
door is always open to you. 


Special Staff of 1,200 handling 
47,000 global transactions dally 
are on call through any Branch 


The FIRST or Correspondent. 
NATIONAL CITY BANK Seda penton, 
of New York loans, advances, securities. 


Member Federal Deposit insurance Ccrporation 
First in World Wide Banking with more than 160 Branches in 29 Countries .. . and Correspondents Everywhere 
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ELECTRICAL GOODS 





THE SHOCK OF PROSPERITY 


Some years everything hits. That’s the way it 
was in 1959 for electrical goods manufacturers 


—in appliances, 


entertainment, 


heavy gear 


and defense work alike. But in grabbing pieces 
of the bigger pie, it was the specialists who 
starred; the giants had trouble keeping up. 


Ratpx J. Corpiner, chairman of giant 
General Electric Company, is usually 
a careful man with a prediction. But 
he did not hesitate late last fall to go 
out of his way to make an exceedingly 
wide-ranging one. 

“The electrical industry,” proclaimed 
Cordiner, “will continue its historical 
pattern of growing faster than the na- 
tional economy as a whole. The in- 
dustry’s output could rise from its 
present approximately $20 billion a 
year level to as much as $44 billion by 
1966, and to $90 billion by 1976.” 
Cordiner expects General Electric to 
get its full share. Added he: “General 
Electric sees . . . the opportunity to 
increase from the present $4 billion 
[sales] level to a rate of $6 billion a 
year in the early 1960s. 

In his optimism, Cordiner had lots 
of company. In Chicago, Zenith Radio 
Corp.’s Chairman Hugh Robertson 
closed the year talking about schedul- 
ing record production. After teetering 
on the verge of a price war in heavy 
electrical equipment, Westinghouse 
Electric confidently led a parade of 
new price increases. One by one the 
industry’s leaders stepped up to add 
an amen to these tidings, until year 
end found the air thick with cheerful 
projections for the coming year. 

For electrical manufacturers gen- 
erally, 1959 was in many ways the 
best year since 1955. Certainly the 
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industry was considerably outpacing 
the economy in gains, as Ralph Cord- 
iner ~“inted out. Over-all, its sales 
were ~aunning 19% ahead of 1958's, 
while those of all manufactured goods 
were up only 8.6%. 


Across the Board 


In that sense, the total industry’s pie 
had grown bigger. Yet not every one 
within the industry was equally adept 
at getting an equally big piece of it. 
Of the 13 companies reviewed here, 
nine-month sales changes ranged all 
the way from Motorola’s 50% gain to 
Allis-Chalmers’ 1.5% volume de- 
crease. 

The very fact that 1959 was a good 
year for electrical goods producers 
pointed up the individual differences 
in fortunes all the more sharply. Why, 
for instance, should Zenith Radio 
Corp., primarily oriented toward TV 
set manufacture, manage to increase 
its sales 38%, while RCA, heavily 
committed in the same field, boosted 
its volume only 17%? Or for that 
matter, why should big General Elec- 
tric, which all by itself comprises over 
a fifth of the whole industry, show a 
mere 5.4% sales gain? After all, GE’s 
spread over consumer appliances, gen- 
erating equipment and defense elec- 
tronics, makes it a pretty fair cross- 
section of the industry. Why then did 
the sales of the biggest and richest of 


all make such an unaverage showing? 

Any quest for an answer must start 
by going a few years back. The best 
place to look is a particular part of 
the whole, the TV-appliance segment 
of the industry. This segment is in- 
habited by over half the companies 
here reviewed. Between the first great 
consumer wave of 1950 and the 1958 
slump, the appliance makers went 
through a terrific shakeout. Well over 
100 TV set-makers, and almost as 
many other appliance makers, fell by 
the wayside. Among the survivors 
this produced a consciousness, evident 
over the last three or four years par- 
ticularly, that just making appliances 
was not good enough. Success, they 
saw, would depend on staking out a 
particular area of the business. in 
which their strength could be concen- 
trated effectively. 


Placing Their Bets 


Zenith’s Robertson and his prede- 
cessor E.F. McDonald Jr. 
concentrate on TV & radio, going after 
the top quality, top price market—a 
bold decision at a time when price 
wars were the hallmark of the busi- 
ness, and volume was king. Motor- 
ola’s President Robert W. Galvin 
picked out the middle-price range of 
entertainment electronics as his tar- 
get, but upgraded price tags steadily 
as he saw the class market holding up 
Galvin was one of the first to recog- 
nize the scope of the new hi-fi boom, 
clambered aboard fast enough to set 
the pace among package phonograph 
makers. RCA chose to put its big 
bets on color TV. 

Admiral Corp.’s President Ross Sir- 
agusa, for his part, went after the 
price-shopping market, offered a full 
line of appliances as well as TV-radio 
Philco tried the same approach, as, 
of course, did General Electric, which 


chose to 
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General Electric 
Westinghouse Electric 
Allis-Chalmers 
APPLIANCES 
RCA 
Whirlpoo! 
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Motorola 
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could afford not to concentrate its 
powers. Whirlpool decided to stay out 
of TV entirely, concentrate instead on 
the luster of its name in big household 
appliances (“white goods”). Ray- 
theon and Avco both decided to get 
out of branded appliances altogether, 
although the timing was different. 


Pay-off Year 


For such planning, 1959 was the 
pay-off year. Appliance, TV and radio 
set sales soared. Three specialized 
companies clearly swept the field in 
return on investors’ equity. Zenith’s 
action was 25.3%, Motorola’s 19.7%, 
and Whirlpool’s 21.4%.' With such 
showings they easily shouldered aside 
such traditional leaders in profitability 
as GE (19.6%) and RCA (18.9%) for 
the first time. 

In some ways, Zenith stands as the 
paragon of the industry in making 
what it has stretch a long way. In re- 
cent years, it has bucked almost every 
industry trend, and usually has come 
out setting a new trend. By concen- 
trating on quality and keying produc- 
tion to sales, rather than over-produc- 
ing and having to dump, Robertson’s 
outfit managed to raise its operating 
income from 10.2% of sales in 1953 to 
16.1% in 1958. Last year it improved 
its margins yet again, and in the 
process passed RCA to clinch the top 
spot on TV set sales as well. 

Meanwhile Motorola, enmeshed 
somewhat more in the price wars, has 
managed over the past five years to 
keep its volume and margins fairly 
steady while those of most other set- 
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makers were slipping. President Rob- 
ert Galvin had one cushion, how- 
ever, that rival setmakers would have 
dearly loved to have: Motorola was 
and is the biggest independent pro- 
ducer of car radios, supplying original 
equipment for Ford and Chrysler, 
dominating the replacement market. 
Thus, last year the up-surge in auto 
sales was money in the bank for 
Motorola. But its audio-visual home 
set sales also waxed strong, in the first 
nine months running a good 35% 
ahead. Altogether that gave Motorola 
a tremendous 195.2% increase in net 
profit. 


Specialization Pays 


Whirlpool’s specialization in house- 
hold appliances (mainly laundry and 
refrigeration equipment) paid off the 
same way. Even during the 1957-58 
slump, Chairman Elisha (“Bud”) Gray 
II held his sales steady, managed to 
boost his operating income from $35.3 
million to $40.5 million between 1956 
and 1958. Expecting an upturn, Gray 
had also been sinking heavy money 
into reorganizing production lines 
and readying new models. That ef- 
fort boosted Whirlpool’s depreciation 
charges from $6.1 million to $18 mil- 
lion in the same years. As a result, 
final reported net declined from $2.21 
to $1.54. Yet when the appliance up- 
surge came last year, Gray was ready 
and waiting. Nine-months’ net ran 
138.6% ahead of the previous year’s. 

RCA’s bet has still to be won. While 
trying to promote color, it lost its 
number one spot in black & white sets 
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—and invested something like $130 
million in color in about five years. 
That compares with RCA’s cumulative 
net income of $196.1 million in the 
same period. Zenith and Motorola, by 
flatly refusing to go along with RCA 
on color, probably saved themselves 
proportionate losses without losing 
any ultimate benefits. Now, says 
President John L. Burns, “Our color 
operations are nearly in the black.” 
(Presumably he means on a current 
basis only.) With that drain easing 
off, RCA’s 17% increase in sales 
for the year’s first nine months trans- 
lated itself into a 42.9% increase in 
profits. If the day does come when 
the public really turns to color, RCA’s 
know-how may give it a commanding 
lead. But one thing is sure: it is going 
to take a whopping lot of profit to 
wipe off the preliminary costs. 


Big Chip Game 


Meanwhile, Burns is pouring still 
more millions into computer develop- 
ment in a late try to break into what 
has been long since a bitterly com- 
petitive field. “Computers,” Burns ad- 
mits somewhat wryly, “are a big-chip 
game.” He concedes that, at best, it 
will take several years even to hit the 
breakeven point on them. 

Even with such losses, however, 
RCA is hardly an unprofitable com- 
pany. Over Forses’ yardstick years, 
RCA’s average 21% return on stock- 
holders’ equity has paced the whole 
field. Even its less impressive 18.9% 
indicated return last year kept it well 
in the top ranks. Moreover, substan- 
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tial parts of the color and computer 
costs have been capitalized, so that, 
even though earnings actually sagged 
almost 13% between 1953 and 1958, 
RCA still averaged an ample: 33.2c 
cash flow for every dollar of its book 
value. That relative throw-off stood 
well ahead of GE’s 27.6%. 


False Starts 


Those companies that tried the 
“full-line” route were far less success- 
ful in making a go of it than those 
which chose the right specialty. Dur- 
ing the long appliance wars, both 
Philco and Admiral ran into trouble. 
Admiral’s Siragusa, who has a repu- 
tation for seeing any trend fast and 
running with it, did not escape. Be- 
tween 1953 and 1958 Admisal’s net 
plummeted from $3.48 to only 58c a 
share. At Philco, James M. Skinner 
Jr., who came to the presidency in 
mid-1956, had a compounded prob- 
lem. While trying to rebuild and 
maintain Philco’s markets, he also set 
about completely revamping his com- 
pany internally. Between 1953 and 
1958, Philco’s earnings dropped from 
$4.86 to 6lc, were even lower in one 
of the middle years. 

Both companies last year rode the 
general upswell in consumer buying. 
But their false starts had weakened 
them. Where both Zenith and Motor- 
ola hit record highs in both sales and 
earnings, Admiral’s estimated $2 per 
share net this year is a far cry from 
the $7.94 it earned in 1950, when ap- 
pliances and TV sets were practically 
selling themselves. 

Similarly, Philco’s estimated $1.60 
per share is well below its historic 
best—1953’s $4.86. Skinner, however, 
argues that the drastic surgery done 
on company operations is just now be- 
ginning to show results. “Next year,” 
he maintains, “will be much better 
again, in both sales and earnings.” 
Just the same, at 7% Philco’s return 
on equity last year was the lowest of 
any major electrical goods producer. 


BURNS 
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What’s more, spread thin as Philco is 
over a full range of white goods and 
TV-radio sets, Skinner is also trying 
to buy into the computer game. That 
is bound to act as a sizable drag ‘on 
Philco’s earnings for awhile. 


A Question of Timing 


The tough decision as to how to 
move in appliances carried over, to a 
degree, to companies today largely 
connected in defense work. With ad- 
mirable prescience, Raytheon Co.’s 
President Charles F. Adams decided 
to get out of television sets just before 
the whole TV set business fell apart. 
At Avco Corp., Chairman Victor 
Emanuel decided to drop his branded 
white goods—just before the appliance 
business picked up. Even on defense 
work, Raytheon’s Adams clearly made 
a better thing of it. Between 1953 and 
1958 Raytheon’s sales grew 112%, 
while Avco’s dropped by 34%. Ray- 
theon’s equity grew some 24% to 
Aveco’s 4%. Even this year, after a 
sharp improvement, Avco is bring- 
ing in only 9.lc on the stockholders’ 
investment dollar to Raytheon’s 16.9c. 

To be sure, Avco is far better off 
now than it was in disastrous 1956, 
when it lost $1.84 a share. But Eman- 
uel has barely kept up with the 
current electrical goods boom. Last 
year Avco’s pre-tax profits were run- 
ning about 17% ahead of 1958; but 
higher tax rates, as Emanuel used up 
his tax losses, kept net below 1958's 
$1.02 per share. Emanuel is pinning 
some of his long-range hopes on 
a recently-announced new type of 
electrical generator, which could 
theoretically replace much of the 
steam-turbine equipment now in use. 
But it is still in the thinking stages. 
For the short run, particularly with 
still higher tax rates in the offing, 
Avco will have to run faster just to 
hold even. 


Clean-up at Sperry Rand 
Sperry Rand, on the other hand, 


STEVENSON 


EMANUEL 


seems to have found some quicker 
answers. For awhile, Sperry Rand, 
with defense work almost half its 
total sales, seemed to be running in 
circles. Between 1953 and 1958, its 
sales rose 43.5% —but its earnings 
dropped almost 12%. 

The main reason had been a steady 
drain from its big Remington Rand 
computer operation. Particularly with 
the very big, high-cost computers like 
Remington Rand’s Univac, huge sums 
must be poured into development and 
production long before rental income 
recoups those outlays. In Sperry 
Rand’s case, the problem has been 
complicated by patent competitive 
weakness against such more aggressive 
merchandisers as International Busi- 
ness Machines and Burroughs Corp 

“Now,” says President Harry F 
Vickers, “the reorganization and con- 
solidation of the Remington Rand Di- 
vision is proceeding rapidly. The 
addition of a number of experienced 
people to that division has greatly 
strengthened our position.” Although 
the divisional clean-up came late, its 
effects are already visible. Though 
Sperry Rand products are hardly the 
type to reflect consumer appetites, in 
its latest six months sales were up 
26%, net up 75%. 

Even so, Sperry Rand’s indicated 
1959 net of $1.40 is no record. Its 
1954-56 average was $1.76 per share 
But it was improvement enough ove! 
the 96c of both 1957 and 1958 to show 
that Vickers is still very much in the 
race for a bigger piece of the com- 
mercial automation market. At least, 
stockholders must so hope. Sperry 
Rand’s 11.8% return on equity last 
year was still a long reach from the 
20.7% it earned in 1954. 


Slowing Down With Size? 


With almost everyone else scooting 
merrily ahead, all the more puzzling 
was General Electric’s showing. Al- 
though consumer products represent 
only a quarter of GE’s total sales, 
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they comprise a $1 billion volume, 
making GE by far the largest appli- 
ance maker. On pure form, it should 
have reaped appreciably from the new 
consumer boom. GE is also top dog 
in heavy electrical apparatus—and 
installation of such equipment hit an 
all-time high in 1959. It is, as well, 
the biggest defense contractor in the 
electrical goods industry. 

Yet, unaccountably, GE’s sales gains 
in boom 1959 lagged those of nearly 
everyone in the industry except West- 
inghouse and Allis-Chalmers. 

On Wall Street, this prompted a 
question: Whether pure giantism is 
finally slowing GE down. 

Said Cordiner categorically, “No. 
In 1958, most electrical manufacturers 
were off as much as 25% in profitabil- 
ity from the 1955-57 average, while 
GE was only off 2%. Similarly, we 
only dropped 5% in sales where others 
were off far more.” 

But that only indicated that GE’s 
size provided better holding power in 
poor times. If anything, since GE 
started 1959 from a position of greater 
strength than most rivals, it should 
have been able to jump faster. 

But if GE seems to lag in the 
sprint, its long-run strength is un- 
doubted. Any rival would think twice 
before proceeding on the assumption 
that GE had really slowed down. 

Considering its mix of products, 
GE’s fiscal heft is impressive. Its 
19.6% return on equity is still one of 
the highest in the industry. And in 
point of fact, though its 10% increase 
in net was very far from being the 
industry’s largest on the list in per- 
centage terms, the absolute gain in 
earnings left all others behind. 

Rival Westinghouse, while not ex- 
actly gaining on GE (its nine-month 
sales were up only 1.7%), at least 
seems to have regained its own steady 
pace. After two years of trying to 
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recover from the disastrous 1956-57 
strike, internal conditions seemed to 
be enough improved that President 
Mark Cresap and his board raised the 
dividend for the first time in five years, 
from $2 to $2.40 per share, recommend- 
ed a two-for-one split on common. 


Slipping Market 


Still, Westinghouse has a long, long 
way to go before it can match rates 
of profitability with the industry’s 
earnings leaders. In current return 
on equity, it stands eighth among 
the big 13. Reorganization may now 
have put Westinghouse’s_ internal 
affairs in order. But Cresap has his 
work cut out for him finding markets 
in which to build sales. Last year 
hardly any electrical goods producer 
showed a smaller sales gain. 

Getting growth of a substantial or- 
der may not be easy. Big electrical 
equipment accounts for over half 
Westinghouse’s sales total vs. 24% of 
GE’s. All Cresap can look forward 
to in that area this year are lower 
billings reflecting the lower orders 
booked in 1958 and early 1959. Yet, at 
year’s end Cresap was predicting a 
10% sales increase in 1960. 

That same problem poses an even 
greater hurdle for Wisconsin’s Allis- 
Chalmers, third largest producer of 
the big electrical equipment. On 
current projections, the 1959 record 
on utility installations isn’t expected 
to be equaled again until 1964. 

Compounding the problem, Allis- 
Chalmers’ equally large farm equip- 
ment business is also due for a drop 
in 1960. Not that in that area 1959 
was any bargain; it wasn’t. Result: 
Allis-Chalmers was the only company 
here surveyed to show a decline in 
sales for nine months. 

Once upon a time, Allis-Chalmers 
was going like a house afire. Between 
1948 and 1953, its sales increased 
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56.8%. Since then, it somehow lost the 
trick; between 1953 and 1958, sales 
rose only 3.4% 


Confidence Comes Before Sales 


Allis-Chalmers today is heir to bad 
timing yesteryear in capital outlays. 
What started as an under-capacity 
problem has turned into an over- 
capacity headache. Between 1953 and 
1957, the company poured $83 million 
into expansion—just in time to run 
into the 1958 slump. “That increased 
our gross plant by 64%,” says Execu- 
tive Vice President Willis G. Scholl. 
“It’s a long-term program, and it has 
obviously put pressure on earnings. 
But we’re glad to have it, and con- 
fident we will need it.” 

The question now is whether confi- 
dence alone is enough to compensate 
for declining markets and uncertain 
timing. 

Declining markets are no problem 
for Harold S. Geneen, who left Ray- 
theon last year to take International 
Telephone & Telegraph’s presidency. 
To a degree, some decisions affecting 
IT&T are out of Geneen’s hands: 
for example, the threatened ex- 
propriation of its Cuba Telephone 
subsidiary, which has produced some 
8% of the system’s consolidated net. 
But situations like that are not the 
main reason IT&T’s 7.1% equity re- 
turn last year was barely better than 
low-point Philco’s. 


Slow Ride 


Just riding with the world-wide 
economy boosted IT&T earnings a 
steady, if unspectacular, 16% between 
1953 and 1958. Return on equity has 
averaged a low 6.6%. Perhaps for a 
utility—which was what, for many 
years, IT&T considered itself—that 
would be a fair return. However, 90% 
of IT&T’s sales and earnings come 
from manufacturing. Two thirds of it 
is overseas, where the proportional 
growth in electronic equipment is 
even faster than in the U.S. 

Geneen is on record as determined 
to get IT&T’s results more in line with 
those of his manufacturing competi- 
tion. And since he was instrumental in 
building up Raytheon’s nearly mori- 
bund 1.5% return on equity back in 
1956 to its current comfortable 16.9%, 
he might do the same for IT&T. 

One thing is sure: for Geneen and 
his competitors, the time is past when 
any could simply ride on the growing 
tide of consumer demand. The shake- 
down in appliances proved that 
Whether Cordiner’s projections are 
exact or not, the pie is unquestionably 
going to get bigger. But who gets 
what piece ten years from now is 
going to depend on what wedge man- 
agement stakes out now as its own, 
and how vigorously it fights for it. 
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SE” GO - 


it takes five jet engines, not four... to get a jet airliner airborne. 
Installed in a ground vehicle, or carried aboard the aircraft, this small AiResearch gas 
turbine boosts the powerful main jet engines into life in a matter of seconds. 
Also providing the airliner with electrical power, cooling and heating prior to takeoff, 


the versatile support unit is an important contribution by Garrett to the jet age. 


* Outstanding opportunities for qualified engineers 


AiResearch Manufacturing Divisions 


LOS ANGELES 45, CALIFORNIA @ PHOENIX, ARIZONA 
OTHER DIVISIONS AND SUBSIDIARIES: AIRESEARCH INDUSTRIAL ¢ AIRESEARCH AVIATION SERVICE © GARRETT SUPPLY 


AIRSUPPLY-AERO ENGI/INEERING ¢ GARRETT MANUFACTURING LIMITED «¢ C. W. MARWEDEL ¢ AIR CRUISERS 
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United Gas ov with the Gulf South 


Talk about growth! The Gulf South area served 
by United Gas boasts a 50% increase in population since 
1930; $14.5 billion of private money invested in engi- 
neered construction since World War II; $4 billion in 
industrial buildings alone since 1950. And the end is 
not in sight. An increase of almost one-fourth in popu- 
lation of the metropolitan areas of the Gulf South 
expected in the next five years. Another $9 billion of 
private money ear-marked for heavy construction, 
including $3.5 billion for new industry. 

The dynamic growth of the Gulf South is 
mirrored in the growth of United Gas Corporation 
.-and its subsidiaries, now serving more than a half 
million residential customers vs. 159,000 in 1940; now 
operating 24,000 miles of gathering. transmission 
and distribution lines vs. 17,600 in 1950. Gas sales in 
1959 exceeded 1.3 trillion cubic feet, more than twice 
the volume sold in 1950. United Gas is a growing 
company in a growing area, which includes portions 
of Texas, Louisiana, Mississippi, southern Alabama 
and northwest Florida. 
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WORLD'S LAGEST HANDLER 
OF NATURAL GAS 
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RETAIL 


GENERAL STORE GROWN UP 


It was a rare retailer who did not ring up hand- 
some profits last year as sales broke through 
the roof. And that meant the sort of opportunity 
that separates merchandiser from mediocrity. 


Keep thy shop, and thy shop will 
keep thee. 
—Poor Ricuwarp’s Atmanac, 1757 


TwO HUNDRED-opp years later, the 
nation’s big shopkeepers found their 
shops keeping them very well indeed. 
Consumers’ pocketbooks were wide 
open, and housewives were in no 
mood to haggle over prices with quite 
their accustomed urgency. Particu- 
larly was that so in hard goods, where 
prices firmed up noticeably after sev- 
eral years of weakness. 

The nation, in short, was in a spend- 
ing mood, and retail merchants sa- 
vored their best volume ever. 


Sticky Fingers 


That was the opportunity. The sig- 
nificant test of management was what 
the big chain and department stores 
made of it. The means were un- 
romantic: a sharp eye for mere frac- 
tions of pennies. It had to be. After 
taxes, merchants’ profit margins were 
likely to average out about 3c on a 
dollar of sales. 

Even that small amount was in it- 
self something of a triumph for sticky- 
fingered retail managements. It also 
marked the checking of a two-year 
decline in retailers’ profit margins. 

In a business where sales run in 
millions, but profits are counted in 
pennies, the frugal treatment of small 
sums makes all the difference. One 
such small sum that loomed large in 
retailers’ prosperity last year was sav- 
ings on payroll. Put on their mettle 
by 1958’s recession, merchants had cut 
payroll costs a crucial 0.25% to a flat 
18% of gross sales. Last year they 
reaped the rewards of their vigilance. 
And what was more, they cut payroll 
still another 0.4% in the first half. 


5&10¢ Heroes 


If there were any heroes of the 
year’s retail boom, they were the na- 
tion’s big variety store chains. Long 
the underprivileged waifs of the in- 
dustry, they made the most surprising 
comeback. Taken together, their sales 
were up an above-average 7%. More 
vital, their earnings showed the effects 
of the look-alive efforts they had 
made to recoup their former fortunes. 

For variety chain men, the man 
to beat was still lively little G.C. 
Murphy’s President James S. Mack. 
In the 5&10 business, Mack and his 
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Murphy managers have been maver- 
icks, ignoring some of the basic rules 
of the game. Though not averse to 
the high sales volume to be garnered 
in big cities (its St. Paul store is the 
world’s largest variety seller), Murphy 
concentrates most of its stores in 
smaller towns where it strives for a 
commanding position. The “location 
mix” has paid off handsomely: on 
average over the five years 1953-58, 
Murphy earned 11.6% on its stock- 
holders’ equity—a percentage Mack 
managed to raise a trifle last year. 
That’s a good cut above any other 
variety chain. 

Murphy’s Mack is just as cheer- 
fully out of step in two other ways. 
As yet, he has not even dabbled his 
fingers in credit operations, and in 
general he shuns self-service. Both 
are recent additions to most variety 
chains’ basic book of guiding princi- 
ples. But if keeping clerks behind the 
counter is old-fashioned, Murphy’s 
customers seem to like it: through 
October, the chain rang up a jaunty 
15% sales increase. 

One way Mack has kept profits up 
and costs down over the past decade: 
buy as well as build. Acquisitions 
have added more stores than have 
been newly built during that hectic 
era. Just last year Mack went 
shopping again, snapped up smallish 
($15.6-million sales) Morgan & Lind- 
sey, a 92-store chain which takes 
Murphy for the first time into the 
burgeoning southwest. Profits from 
these new stores, combined with the 
merry bustle in Murphy’s own 325 
outlets, probably boosted 1959 net a 
neat 24%, to about $4.35 a share. 


On the Cuff 


In bypassing credit, Mack was a 
loner among variety chains last year. 
One probable reason: he was waiting 
to see whether credit costs would eat 
up his profits. 

Other variety men feel otherwise, 
probably because such outfits as Wool- 
worth and Kresge now think of them- 
selves as becoming “junior depart- 
ment stores.” In that they would be 
following the path blazed by W.T. 
Grant, which already deserves the 
name, in swinging toward higher- 
priced merchandise. Increasingly they 
are introducing “big-ticket” items (i.e., 
$50 and up), and seem to be count- 
ing on credit to smooth the transition. 
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DEPARTMENT STORES 
J. C. Penney 4.9% 
May Dept. Stores 7.3 
Allied Stores 46 
Federated 6.4 
Gimbel Brothers 6.0 8.0 
R. H. Macy 6.8 6.8 
Marshall Field 0 3.2 
MAIL ORDER 
Sears, Roebuck 46 
Montgomery Ward 1.7 
VARIETY 
F. W. Woolworth 
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Wary too of credit is F.W. Wool- 
worth’s President Robert Kirkwood. 
So far, says he, it is no more than an 
“interesting experiment.” But Kirk- 
wood is of no temperament to ignore 
any good thing, if that is what credit 
turns out to be. His company, whose 
name is virtually synonymous with 
5&10 cent store merchandising, needs 
every boost it can get. For the grand 
old name of Woolworth has fallen far 
from its oldtime glory. (Says one Wall 
Streeter: “Along with United Fruit, 
Woolworth has been one of the great 
disappointments of the 1950s.”) 


Fallen Monarch 


The big news of 1959 is the new look 
in Woolworth. For investors, it has 
been signaled by the pickup in its 
stock—which had gone nowhere since 
the 1930s. For retailers it is the 
kind of smart management Kirkwood 
seems to be giving it. 

The change in Woolworth goes far 
beyond face lifting. Over half of the 
chain’s 2,200 stores already have self- 
service, and Kirkwood is rapidly con- 
verting more to such low-cost opera- 
tion. The never-ending chore of clos- 
ing smaller, less profitable stores and 
opening new large or modernized ones 
is proceeding with vigor. 

Kirkwood, moreover; seems to have 
a sharp eye for potentially more lucra- 
tive lines, and no inhibitions about do- 
ing the unorthodox. Latest example: 
cafeterias not attached to a Woolworth 
store. Four are already open, with 
more to come. Kirkwood’s reasoning: 
Woolworth’s lunch counters have long 
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been among its most profitable de- 
partments. 

Already there has been a visible 
revival in retailing’s fallen monarch 
under Kirkwood’s rigorous hand. For 
the year, it will probably earn about 
$4 a share—its best showing in a 
decade. But Kirkwood still has a 
long way to go to regain his company’s 
old eminence. Its return on invest- 
ment—4.5%—is by far the skimpiest 
among the big variety chains. 


Laggard Leaders 


There are, however, strong hints of 
bigger things ahead for Woolworth. 
Most promising: its youthful willing- 
ness to depart from old-fashioned 
notions. One such is debt. Until 1953, 
the chain had almost no indebtedness. 
Now it owes $130 million which, 
thanks to its first-class credit rating, 
was borrowed at low rates. 

Judiciously used, debt expands 
management’s powers. Also enlarging 
what Kirkwood has to work with: the 
tidy dividend throw-off of Wool- 
worth’s prosperous British and Ger- 
man subsidiaries. The dividends are 
expanding, last year rose $7.6 million 
to $16.1 million. 

What ails the king, ails the crown 
prince of variety chains only in lesser 
degree. Second only to Woolworth, 
Kresge earns less on its invested capi- 
tal than any other variety store group. 

Kresge’s new President Harry Cun- 
ningham obviously has his work cut 
out for him. To be sure, predecessor 
Frank Williams smoothed his path 
by taking Kresge aggressively into 


shopping center sites. Some 207 of 
the chain’s 740 stores are now in such 
locations. Williams also pushed self- 
service. At recent count, 390 of 
Kresge’s stores now feature it. 

Unfortunately, the Kresge pudding 
has still to furnish its proof. The $2.50 
a share the chain earned in 1958 was 
less than it earned in 1952, a very far 
cry from the $3.95 it banked in 1948. 

If new locations are a sufficient pre- 
scription for Kresge’s ailments, Cun- 
ningham is the right doctor. His 
former job: vice president in charge 
of selecting store sites. The boss’ eye 
is apparently glued to volume loca- 
tions. He has pushed Kresge out of 
the slow northeast into the fast-grow- 
ing south and southwest. Now he 
plans to move in force into booming 
California. He is also vigorously up- 
grading (and upticketing) Kresge’s 
merchandise lines. 

One first evidence that this strategy 
is paying off: a lift in Kresge’s oper- 
ating profit margin to 9.7%, one of 
the best among the variety chains. His 
problem now: to convert that profit- 
ability into return on net investment. 


Ambition’s Price 


The swing to higher grade merchan- 
dise seems to have had just the oppo- 
site effect on big W.T. Grant. Vice 
Chairman Edward Staley likes to 
think of Grant as a “general mer- 
chandiser” rather than as a variety 
store chain. But that ambition—so far 
—has cost dearly. In spite of steadily 
rising sales, Grant’s operating profit 
has been mediocre compared with past 
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levels. For the three years 1956-58, it 
has averaged just 6.1%, while it ran as 
high as 8.3% back in 1951. 

Part of this setback owes to what is 
probably a real asset: Staley’s very 
energy in upgrading his stores. Grant 
was one of the first big chains to aban- 
don downtown sites in favor of subur- 
ban ones. Some 283 stores have been 
opened in the last five years alone, all 
but 50 of them in shopping centers. 
Meanwhile Staley has closed only 46. 

Following the trek to the suburbs 
has produced a welcome jingle in 
Grant’s cash registers. Sales have 
risen 44.1% in the 1953-58 period. But 
constant store openings and closings 
have limited the rewards. Until this 
year, Grant’s earnings had never 
matched their apex of a decade ago 
(1949 earnings: $3.73 a share). That 
highwater mark may, however, have 
been bested last year. 

Two things can be said for Grant. 
Its fortunes have never fallen to dis- 
astrous levels (worst showing: 1951’s 
$2.90 a share). But they have not yet 
shown any notable progress either. The 
other is that, if still unrealized, there 
is probably a better potential in Grant. 
Capital requirements are probably on 
the wane, which should relieve the 
burden on earnings. 

Just the same, Staley and President 
Lou Lustenberger have a lot of past 
investment to make pay its way. 


Soft Goods Sultan 


An outfit unlike any other is spritely 
J.C. Penney. It is the very model of 
what many a variety chain hankers to 
be: a junior department store. It is also 
vhe U.S.’ most profitable big chain re- 
tailer (average equity return: 17.9%). 

Penney has done it, surprisingly 
enough, by shunning high-margined 





STICKY FINGERS 


Shrewd merchants hove sticky fing- 
ers. For while they count their sales 
in millions, they bank their profits 
in pennies. Yet skill in their vital 
sticky-fingered art varies widely 
among the six major department 
store chains. Here is how well each 
did in its latest full fiscal year.* 
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‘Ended January 31, 1959, except Macy's, which ended July 31, 1959. 
For All Dept. Sores with Sales of $50 Million or More. 
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hard goods. Some 96% of its sales are 
apparel or other soft goods. Yet Presi- 
dent William M. Batten has the kind 
of well-paid, independent-minded 
people in his stores to turn the trick. 

The Penney formula includes a 
remarkable record of success in doing 
what every retailer wants to do: up- 
grading store sales. Its emphasis is 
there, rather than in simply multiply- 
ing locations. Last year Penney was 
operating only 80 more stores than it 
did in 1949—a total of 1,690. But in the 
decade average store volume has risen 
52.6% to $837,000 per unit. Batten’s 
secret: modernization of stores to pro- 
duce more working (and selling) 
space. 

“Cash” is Founder J.C. Penney’s 
middle name. His successors have 
never lost their respect for its worth. 
“For every dollar we put into modern- 
ization,” notes Batten, “the landlord 
puts in two and a half.” That's an- 


_ other secret of Penney’s profitability— 


making its outlays for improvernent 
work double time. One pleasant re- 
sult: Penney’s ability to finance its 
growth without resorting to new 
equity or debt. 

Penney’s Batten wins respect also 
for his willingness candidly to admit 
mistakes. “We guessed wrong,” says 
he, “on the length of the recession.” 
That boosted promotional expense, 
produced higher markdowns—and 
trimmed profits. In 1958, Penney’s net 
on sales fell to 3.3c on the dollar—its 
lowest in a decade. 

But if Penney is occasionally wrong, 
it is not stubbornly so. Last year it 
righted things in impressive fashion. 
Six months’ earnings soared 29.1% on 
just 12% more volume. For the year, 
Penney almost certainly outdid even 
its usual fine self, earned a record 
$6-plus per share. 


Retailer or Realtor? 


Making their investment pay is not 
so difficult for the big department store 
groups—although none does so well 
as Penney. But, as in all retailing, it 
is no easy trick. Last year the big 
merchants were still of divided mind 
as to how best to do it. 

One hot argument was: Just what is 
a retailer’s job anyway—retailing or 
real estate? Bouncy young Morton D. 
(“Buster”) May, President of May 
Department Stores, led one faction. 
Said he: “A department store operator 
is in the real estate business whether 
he likes it or not. We happen to like 
it.” 

May’s thesis: a prestige store will 
greatly enhance the value of the prop- 
erty on which it sits; therefore, the 
retailer does well to own his store 
sites. Merchant Prince Fred Lazarus, 
Chairman of big Federated Depart- 
ment Stores, thinks otherwise. Snorts 


LOADING STOCK FOR RETAILER: 
the profit is still in pennies 


he: “Of course real estate is impor- 
tant. But a good lease, arranged on 
the right terms, can do just as much 
for you. What’s more,” he adds, “it 
frees a lot of cash for merchandising 
operations in the bargain.” 

Lined up with Buster May: Allied 
Stores’ Earl Puckett, and (philosophi- 
cally at least) Gimbel’s Bruce Gimbel. 
Siding with Lazarus: Penney, Macy’s, 
Marshall Field. It is still an open 
argument, and there may not be any 
one right answer. But recent re- 
sults, at least, seemed to prove this: 
that those merchants who have hued 
to straight merchandising have gen- 
erally made their investment pay best. 


What May Be? 


Under Buster May, the store chain 
that bears his family’s name has been 
a puzzler. As a real estate operator, 
May perhaps will prove to be a whiz- 
bang success—though that will take 
time. As a retailer, May has not yet 
proved out. 

Buster May has certainly 
busy trying. Taking a page out of 
Allied’s Puckett’s book, May has 
formed a real estate subsidiary to 
which it transfers owned properties, 
and which collects the rents. Out of 
rentals the subsidiary pays the financ- 
ing costs. Buster May expects 
tually—to wind up with 
worthwhile capital appreciation. 

May Stores, until 1955, had shown 
signs of sleepiness. Then, however, 
it awakened with a bang. Its expan- 
sion has been aggressive—particu- 
larly in such high growth 
as California and Denver, and in the 
Washington-Baltimore area through 
merger last year with The Hecht Co. 

But what this so far has done for 
earnings is nil. They were no higher 
in 1958 than in 1948. Last year they 
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probably approximated 1950's $3.46 
a share. But the sales base was now 
50% larger than at the beginning of 
the decade. 

The sort of expansion Buster May 
has pushed has, of course; cost money. 
And there is some hint that it may 
soon produce results. In any case, the 
decline that brought May’s operating 
profit margin to an 8.3% low in 1958 
seems to have been checked. 


High Man, Low Man 


There is little point in heaping 
praise upon Federated Department 
Stores. Its sterling showing speaks 
for itself and for the shrewd merchan- 
dising genius of Chairman Fred Laza- 
rus. At more than 4.4c on the dollar, 
Federated’s net profit margin was big 
retailing’s second best last year. And 
only Penney earns more on its net 
investment. 

In any comparison with Federated, 
Allied Stores, under Chairman B. Earl 
Puckett, emerges badly. Puckett is 
expansion minded—some say hell- 
bent for bigness. Aided by the addi- 
tion of 17 new stores, sales jumped 
25% in the 1953-58 period. But it is 
only in the past year that Allied’s 
profits have followed along. In the 
latest 12 months, they rose 18.1%. 

Yet, on any input-output calcula- 
tion, what has been put in through 
Allied’s expansion program (ended 
in August 1958) has still to come out 
in compensating measure. One mill- 
stone around Puckett’s neck: the 
apparent inability of his top-rank 
stores, like Boston’s Jordan Marsh, 
to offset Allied’s many laggards. 
Puckett’s return on net equity—8.5% 
—is second lowest among the big 
department store chains. 


that volume profitable. 
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—STOCK IN TRADE how hard o merchant makes his inventory 


work — retailers call it “turnover’—is one of the industry's most closely watched 
indices of efficiency. And no wonder, for as this chart shows, high rates of turnover 
and profitability usually go hand in hand. But it is not always so, as Macy's case 
proves. For simply making inventory produce volume does not necessarily make 


Gimbel’s Tells Macy’s 


Those two old Herald Square rivals, 
Macy’s and Gimbel’s, seemed to be 
traveling in opposition directions last 
year. Both have expanded in remark- 
ably similar ways. The difference, 
though, is in the results. Though 
Macy’s outsells Gimbel’s by about 15% 
to 20%, Gimbel’s just as consistently 
nets 20% more than Macy’s. 

One big reason seems to be that 
Gimbel’s makes its branch stores pay 
better than Macy’s does. “One of our 
branches,” says President Bruce Gim- 
bel, “will net [in 1959] 100% more 
than in 1958, several others 50% 
more.” Gimbel has also been fairly 
ruthless in overhauling his executive 
crew. Result: earnings probably rose 
23% to a record $4.75 in 1959, boost- 
ing the return on equity to 10.4%. 

Macy’s has shown less skill in capi- 
talizing on opportunity—a record that 
continued last year. Its return on 
equity: about 8.2%. 

A possible reason for Macy’s slow 
progress: it seems never quite to have 
decided whether to be a “mass” store 
or a “class” store group. Falling be- 
tween these two stools, it may have 
incurred unprofitable promotional ex- 
pense by cozening customers more 
likely to trade at Gimbel’s luxury-line 
Saks Fifth Avenue store. 

Luxury merchandise works well for 
Gimbel’s: its Saks is thought to con- 
tribute more than its share of over-all 
profit. But it is no sure-fire forrnula, 
as evidenced by the fortunes of Mar- 
shall Field. A prestige store to the 
hilt, Field’s above average profit mar- 
gins fail to produce a good return on 
stockholders’ investment. Probable 
return last year: a low 8.8%. 
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YARDSTICKS OF PERFORMANCE 


Oddly enough, it is not heavy ex- 
pansion costs that hold earnings back. 
President Palmer admits that Marshall 
Field’s expansion program has been 
“modest.” Palmer is also reluctant to 
push credit, which some believe is in- 
herently more profitable a pursuit 
than retailing. Conclusion in absence 
of other evidence: relatively unag- 
gressive management. 


What Price Expansion? 


To praise Sears, Roebuck’s manage- 
ment would be superfluous. On last 
year’s showing it was what it has al- 
ways been: excellent. The big excite- 
ment it set off in 1959, however, was 
the performance of its insurance sub- 
sidiary, Allstate, which was earning 
an annual rate of $25 million (uncon- 
solidated). Already the second biggest 
writer of auto insurance, it now is 
pushing into life coverage. 

Meanwhile Sears, Roebuck kept on 
doing the U.S.’ biggest retail business 
(over $4 billion in 1959), and one of 
its most profitable ones as well. Its 
net on sales (4.5c) continued to be 
tops among the big retailers, and its 
14.3% average return on equity trails 
only Penney’s and Federated’s. 

The big question mark of 1959 was 
Sears’ long-time rival, Montgomery 
Ward. In the five years since he took 
over from crusty Sewell Avery, Chair- 
man John Barr has spent $100 mil- 
lion in capital outlays to revivify 
Ward’s. By 1964, he plans to invest 
$500 million more in new stores, in- 
ventory, and expended credit, hopes 
to add $150 million yearly in new 
sales. 

The question is: what has Barr to 
show for it to date? To be sure, sales 
are up to $1.2 billion, 24% above 1955, 
when he took over. And Barr has 
opened 16 large retail outlets, over 150 
catalog stores. But Ward’s operating 
profit margin has continued to slide, 
hitting a dismal 5.7% in 1958. And 
the plowed-back millions have yet to 
produce an extra penny of profit. 
True, sales and earnings were up 13% 
in 1959’s first 39 weeks, but that still 
equaled a bare 5% return on the 
$48.58 equity behind each Ward’s 
share. Box-score conclusion: no yet- 
visible results from Barr’s efforts, 
Ward's outlays. 

If 1959 provided generally good 
cheer for stockholders of the mon- 
archs of merchandising, the outlook 
for 1960 was for more of the same. 
Like any other industry, retailing de- 
pends on the general health of the 
economy. “But if we have 66-67 mil- 
lion employed,” says Gimbel’s Bruce 
Gimbel, “we should do as much better 
again in 1960 as we did last year.” 
With that analysis his fellows seemed 
to agree. 
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THE YEAR THAT RAN BACKWARD 


Hard times again came a-knocking at the door of 


the nation’s railroads last year. 


It was a year 


that gave management a chance to show its stuff 
—and it produced some surprising results. 


A CASUAL observer, glancing at the 
earnings and finances of the nation’s 
railroads last June, would have con- 
cluded that they were in healthy 
shape. The same observer, examining 
the same roads at year’s end, would 
probably have concluded that they 
had met a major disaster. 

Of course, they had. Headed full 
throttle into what looked like their 
best earnings year since 1955, the 
railroads instead collided with the 
116-day steel strike. A fine beginning 
led to a generally poor ending. It 
was, in short, a year that ran back- 
ward, that reversed the normal—all 
the good tidings at the outset, all the 
bad in the final half. 


Relative Reactions 


Amidst the wreckage, a few rails 
stood out as staunch performers. 
Relative to what they had to work 
with, several rail managements ex- 
celled in able reaction to the crisis. 

One such was that of the coal-haul- 
ing Norfolk & Western, headed by 
President Stuart Saunders. The strike 
hit the N&W hard, cost it a full $1 
million a week in volume. Yet though 
coal exports to Europe were also off 
some 30°, able Railroader Saunders 
seemed to shrug it off. His line re- 
mained what he and N&W men had 
made it: the U.S.’ most efficient rail- 
road (see table). 

Owing to its type of traffic, the 
N&W is highly sensitive to economic 
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squalls. Yet as last year proved, 
Saunders has provided a nice com- 
pensating balance in his handling of 
maintenance expenditures. Thus, when 
revenues fell, he could well afford to 
cut maintenance outlays some $7 mil- 
lion, still retained one of the industry’s 
lowest bad-order rates on freight cars 
—just 4%. 

Thus, in October, Saunders was able 
to confidently declare: “We're on our 
way to a record year.” That record 
will almost certainly not stand long. 
Having absorbed the equally pros- 
perous Virginian Railway last month, 
the N&W is in better shape than ever. 
The merger should produce savings of 
more than $15 million, keep N&W on 
smooth tracks for years to come. 


Sturdy Under Strain 


Another standout performer, as 
usual, was the Southern Railway, with 
resourceful President Harry DeButts 
at the corporate throttle. Only a 
sharp $9-million jump in federal 
taxes kept the Southern’s net from 
hitting an all-time high last year, 
revenue pressures or not. 

What keeps the Southern, as well 
endowed as it is, running as smooth- 
ly as it does is no mystery: good man- 
agement. Its symbol is Harry De- 
Butts, an aggressive, profit-minded 
railroad man. Last year, to the 
Southern’s long list of railway firsts 
(among them: first to dieselize fully, 
first in the South to install modern 
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classification yards), DeButts added 
another. The Southern became the 
first railroad to order, in large num- 
bers, light aluminum boxcars. The 
expected savings (on maintenance, 
traction loads) are typical DeButts 
strategy; he demonstrably hates to 
part with an unnecessary dollar 

As the table shows, under DeButts 
the Southern has been one of the few 
major railroads whose operating and 
transportation ratios have been re- 
duced significantly over the past 
decade. One reason: maintenance on 
the Southern goes by the book. Year 
in, year out, it equals about 31° of 
gross revenues, a sum which is neither 
cut back sharply in poor years nor 
boosted in good ones. With his bad- 
order rate at about 4%, DeButts, like 
Saunders, had plenty of hauling ca- 
pacity available when the steel strike 
ended and carloadings picked up. 

There were some other standout 
performers last year. Two—the Great 
Northern, headed by President John 
Budd, and the Southern Pacific 
bossed by President Donald Russell 
—were among roads that have plenty 
to work with and customarily show up 
well. Among managements with less 
to work with, the New York Central, 
under President Alfred Perlman, and 
the Pennsylvania, under Chairman 
James Symes, also provided 
pleasant surprises. 


some 


Mixed Bag 


Puzzling were the anomalous per- 
formances of two top ranking rails 
both among the bluest of railroad b!ue 
chips—the Santa Fe, piloted by Pres- 
ident Ernest Marsh, and the Union 
Pacific, led by President Arthur Stod- 
dard. The puzzle was whether both 
were not making too much of a good 
thing—fiscal conservatism. 

Take the Santa Fe, the 


nation’s 
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These setbacks notwithstanding, the 


boss of the nation’s largest rail empire 
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longest railroad and one of its sound- 
est. Its balance sheet is the envy of 
railroadmen. At $208.6 million, funded 
debt stands at a mere 14.3% of total 
capitalization. As a property, the 
Santa Fe is equally magnificent, the 
beneficiary of heavy and unstinted 
maintenance outlays. “I'd rather 
spend more on maintenance and let 
the [earnings] figures look poor,” 
stoutly avers Ernest Marsh. 

So far, so good. Deferred main- 
tenance costs more in the end, as the 
less happily placed eastern roads have 
recently had bitter occasion to know. 
Yet at some point it is certainly 
worthwhile asking: maintenance for 
what? The Santa Fe’s maintenance 
ratio is consistently above average. 
Yet in the last half decade the Santa 
‘e’s income account, like the Union 
Pacific’s, has been somewhat sluggish. 
That suggests that Marsh may have 
over-maintained his road. 

To be sure, as a result the Santa Fe 
is physically in superb shape. But 
increases in freight revenues in a 
proportion to justify such outlays have 
not appeared. Results: Santa Fe’s 
earnings have shown no real growth 
for a full decade. Their highwater 
mark, at $3.13 a share, came in 1950. 
Last year’s probable $2.35 a common 
share bettered 1948’s by only a few 
cents. That raises the question whether 
some of the Santa Fe’s capital might 
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not better be employed elsewhere. 


Security or Imagination 


The same question arises about the 
admirably well-fixed Union Pacific. 
Such is its fiscal conservatism that the 
road will not even issue equipment 
trust debt obligations. Since the war 
it has bought all its equipment for 
cash. As a result, the UP’s total 
fixed charges were a low $8.5 million 
in 1958 and are destined to become 
lower still when a $46-million bond 
issue is retired in 1960. The question 
here is whether a little less fiscal 
virtue, a little more use of the road’s 
superb credit standing, might not be 
a good thing. 

As it is, UP’s revenues are re- 
markably stable, and its net is dully 
predictable. By freeing capital for 
other enterprises, Stoddard might 
have a chance to change that. 

There is some pressure of circum- 
stances to do something. Last year 
UP’s important non-rail income dried 
up considerably. Its Wilmington field 
oil wells are no longer gushing cash 
in their accustomed manner, and divi- 
dends from UP’s investments in other 
roads (like the Illinois Central) were 
off sharply. That fact of life, the steel 
strike, hit hard at the 46% of UP’s 
freight which comprises manufac- 
tured goods. 

Thus, the UP probably earned no 


more than $3 a share in 1959, barely 
better than its net in 1950. Yet there 
is reason to think that this figure 
might have been considerably higher 
if Stoddard had been quicker to 
capitalize on his road’s other mineral 
assets—notably the vast iron-titanium 
deposits on its Wyoming lands. Or if 
securities were the only practical out- 
let for investment, those of other rail- 
roads are not the only limits to 
imagination. 


With A Little, A Lot 


At the other end of management’s 
spectrum were some manful per- 
formances against long odds. With 
blessed little to work with, the New 
York Central and the Pennsylvania 
each turned in an above-average 
showing. 

At the debt-laden Central, Alfred 
Perlman did what he could about steel 
strike shrunken revenues. It was not 
—as it could not be—much. But what 
the Central could not accomplish as 
a railroad, it bravely attempted to 
make up as a realtor. 

There were some satisfying—if rela- 
tively small—results. When he first 
took charge of the Central, Perlman 
had said he wanted to peddle off, by 
sale or lease, 404 of the Central’s sta- 
tions and terminals. By the end of 
last year, 193 of them had gone, 59 
of them disposed of in 1959 alone 
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FAST-VANISHING RAIL PASSENGERS: 
the deficit ran to millions 


(including Central’s big Buffalo and 
Rochester terminals at year’s end). 

The biggest gain was not the trifling 
$2 million in cash the Central realized 
on this property. More important was 
the several million a year in taxes, 
labor and maintenance costs which 
the sales lifted from Perlman’s shoul- 
ders. Wall Street was frankly im- 
pressed. 

That was not the limit of Perlman’s 
determined activity. He also ham- 
mered away at the Interstate Com- 
merce Commission (over the objec- 
tions of New Jersey’s Public Utilities 
Commission) and in December finally 
won permission to close down the 
Central’s money-losing West Shore 
passenger service. Coming on the 
heels of the Central’s abandonment 
of its nostalgia-laden but money-los- 
ing Jersey-Manhattan ferry service, 
it produced another $5.5-million cut 
in the road’s staggering $32.6-million 
1958 passenger deficit. 

The Central, of course, is still a 
sick railroad. Up to its ears in debt, 
it barely earned its fixed charges 
in 1958, and then only because of the 
ICC’s sudden act of charity in award- 
ing long-overdue, retroactive mail 
pay increases. And it is under-main- 
tained to’ boot. 

Last year Perlman had to make 
that deficiency up. He spent at least 
$14 million more than in 1958 on 
maintenance which could no longer 
wait. That naturally penalized net 
income severely. Still, full year earn- 
ings seemed likely to reach $1 a 
share (vs. 1958’s 62c). To celebrate, 
the directors declared a 25c divi- 
dend, payable in January, the first 
cash payout since 1957. The road 
probably could not afford it, but 
made the payout as a symbol of its 
progress. 
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Another road that could not afford 
a dividend, but paid one, was the 
Pennsylvania. Year’s end brought 
stockholders another token 25c payout. 
The real encouragement, however, 
was the remarkably—considering its 
burdens—fleet pair of fiscal heels the 
road was showing under Chairman 
James Symes. 

Debt management was one such 
item. Since 1952, when the Pennsy’s 
debt was a whopping $1.1 billion, 
Symes has brought it down to less 
than $900 million. Considering the 
rarity of cash in the Pennsy’s coffers, 
that took some doing. Even in reces- 
sionary 1958, while Symes was de- 
ferring admittedly essential mainte- 
nance, he reduced Pennsy’s debt by 
$21 million. Last year he lopped off 
another $25 million. 

If Symes could have succeeded as 
well in cutting his grievous burden of 
passenger losses, the Pennsy’s slow 
progress might have been yet more 
striking. But unlike the Central, 
Pennsy continues to show an actual 
out-of-pocket loss (estimated at $10 
million) on passenger operations. Its 
“fully allocated” loss approaches $40 
million. Yet there is some measure of 
improvement. In 1957 
ceeded $52 million. 

Symes, however, probably can be 
criticised for letting the Pennsy’s 
maintenance slide beyond the point 
of no return. Better a black eye in the 
form of larger losses in such a bad 
year as 1958 than the inability to make 
the most of better times when they 
come. So high, however, was Pennsy’s 
bad-order rate—a fearful 19%—that 
the Pennsy was left with an admit- 
tedly “serious shortage” of hopper 
cars when the ore and steel began to 
flow again. In turn, this helped run 
up the Pennsy’s charges for equip- 
ment rentals (i.e., use of other roads’ 
cars) to some $60 million in 1959, up 
from just $36.4 million in 1957. 


the loss ex- 
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Despite billions pouzed into 
new plant and rolling stock 
in the past ten years, the 
nation’s railroads on average 
are no more efficient than 


. 


These setbacks notwithstanding, the 
boss of the nation’s largest rail empire 
($3 billion in assets) could still look 
back on 1959 with a modest sense of 
satisfaction. Net for the year was 
likely nearly to double 1958’s misera- 
ble 27c a share. Considering that it 
was accomplished without retroactive 
mail pay, and under hardly better 
traffic conditions, it was something of 
a triumph. 


The Reckoning 


“We expect to be in the passenge: 
business indefinitely,” says the Balti- 
more & Ohio’s able President Howard 
Simpson, a onetime passenger agent 
himself. “But, of course,” adds he, 
“the service has to be justified by 
use.” Finding a number of runs not 
so justified, Simpson chopped away 
with both hands last year at his pas- 
senger deficit, got it down below $20 
million (vs. $34 million in 1957). His 
means: dropping more than 15% of 
B&O’s passenger mileage. 

A good start, it was not enough to 
save the B&O from a very rocky yea 
Even more dependent than the 
Pennsy or Central on revenues from 
steel and allied traffic, the B&O was 
exceptionally hard hit by the steel 
strike. Deferred maintenance 
cost Simpson dearly. To make up fo: 
it, last year he had to boost B&O’s 
outlays some $6 million in the first 
ten months. But it still left the road's 
bad-order rate a painful 20%. Equip- 
ment rentals, in turn, soared past $20 
million, up $7 million in two years 
“We deferred more than we liked to 
in 1958,” admits Simpson. “But we 
gear maintenance to volume, and the 
volume just has not been there.” 
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Lucky Legacy 


Slack revenues were equally a 
problem for the. major roads which 
serve the relatively lightly settled 
“northern tier” of states: the Great 
Northern under John Budd, the 
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they were in 1949. 





Yet many railroads are dis- 
tinctly unaverage, as this 
chart of carrydown to pre- 
tax net for the 12 months 
through September dramoti- 
cally shows. 


s 8 


Pretax Operating Net as ° of Oper. Revenues —————. 


s 


— 
i 











Fe Ke F GOS OF PRG Oo 











A 


MACFARLANE 


Northern Pacific under President 
Robert Macfarlane, and the Mil- 
waukee Road under President Wil- 
liam Quinn. In some measure each 
tried a different solution to his road’s 
problems last year. Budd’s emphasis 
was on producing greater operating 
efficiences; Macfarlane paid more 
mind to nourishing the Nipper’s swell- 
ing “other income” from oil wells and 
dividends; Quinn looked to a merger 
to help save the day. 

At Great Northern, the most effi- 
cient of the three roads, 1959 chal- 
lenged Budd’s cost-cutting ability. 
The strike took away some 10% of 
anticipated revenues, changed what 
might have been a record year into 
an ordinary one. Here Budd’s past 
efforts at modernization through clas- 
sification yards and mechanized road 
maintenance proved their worth. And 
though he cut his labor force by 1,400, 
Great Northern’s maintenance did not 
suffer visibly; it still had a fine 2.9% 
bad-order rate. 

Budd also set to work to trim the 
$4-million out-of-pocket passenger 
loss Great Northern had sustained in 
1958, succeeded last year in cutting it 
perhaps 20%. Maintenance outlays, 
meanwhile, were no problem, for little 
had been deferred in 1958. Thus, 
Great Northern wound up the year 
with a net approaching 1957’s $4.38, 
though that was a sore disappoint- 
ment considering the $6 GN’s banner 
first half had hinted at. 

Railroadman Macfarlane was reap- 
ing the benefits of his vigorous ex- 
ploitation of Nipper’s Williston Basin 
oil fields, where it has an interest in 
almost 300 producing wells, plus a 10% 
share of the pipeline serving them. 
Together with over 7.5 billion board 
feet of timber, these put perhaps $20 
million into Nipper’s non-rail income 
account. 

It was just as well it was there. 
Serving even more sparsely populated 
territory than the Great Northern, 
Nipper is eighth in mileage among the 
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DEARMONT 


15 railroads, dead last in operating 
revenues. Last-half rail revenues 
fell off sharply, reducing ten-month 
operating net by $2.2 million. Part 
of the decline, however, was delib- 
erate: Macfarlane was spending more 
on maintenance, determined to pre- 
pare the Northern Pacific for the steel 
strike’s end. 

Prepared it was, with bad-order 
ears only 2.8% on October 1. But, as 
Macfarlane grimly noted: “All the 
ears in this country are in one big 
pool, in effect. So when anyone’s 
short, we’re hurt too.” 


End-to-End 


In considerably more serious plight 
was Quinn’s Milwaukee. The nation’s 


WHO'S BEEN WORKING 
ON THE RAILROADS? 


Fewer and fewer, as these figures 
show. In a desperate effort to keep 
costs in line with revenues, the rails 
have chopped away at their payrolls 
at the rate of almost 1,000 jobs a week 
for the past ten years. Yet despite all 
the slashing, the rails borely wound 
up even: labor costs in 1958 were 
49.6% of total revenues, off just 0.1% 
from 1948. 
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fourth-ranking road in mileage, it is 
but twelfth in operating revenues, 
lacks either Great Northern’s operat- 
ing efficiency or Nipper’s underground 
income “kickers.” Making the best of 
things, Quinn and his salesmen have 
worked conspicuously hard to attract 
new industry to their service area. 
In 1958 they bagged 183 new plants, 
and more last year. But there is a 
real limit to how much such efforts 
can do. 

Quinn, in consequence, went merg- 
er-hunting last November. What he 
settled on as a partner was Downing 
Jenks’ well-run, more heavily traf- 
ficked Chicago, Rock Island & Pacific. 
This idea caused some raised eye- 
brows among railwaymen, who see 
more natural advantages in mergers 
of parallel lines than in end-to-end 
splicings such as the Milwaukee’s and 
Rock Island’s would be. Only 1,000 
miles of parallel track could be elim- 
inated by this merger. 

Was the game, considering the great 
expense and inevitable operational 
problems involved, worth the candle? 
Perhaps not, but this much could be 
said for Quinn: he was obviously in 
there trying. 


Appearance & Reality 


For both SoPac and MoPac, those 
rhyming roads whose service areas 
overlap in the burgeoning southwest, 
there was a pickup in 1959 income, 
but it was more apparent than real. 
Southern Pacific, with President Don- 
ald Russell engineering things, owed 
most of its big jump in earnings to 
long-awaited consolidation of income 
from its rich Cotton Belt subsidiary. 
At the Missouri-Pacific, President 
Russell Dearmont’s crew benefited 
mainly from a sharp reduction in its 
net-draining capital fund, off from 
$7.5 million in 1958 to about $3.8 mil- 
lion last year. 

For all that, both roads’ manage- 
ments were continuing to turn in 
steady, capable performances. Burly 
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Don Russell, for example, whittled 
away at SoPac’s passenger deficit, 
which he had already shaved $9 mil- 
lion in 1958 (on an allocated basis). 
As a result, SoPac’s loss on passenger 
operations probably dipped below $40 
million last year. Admittedly, that 
was still too high. “But what can you 
do,” asks Russell rhetorically, “when 
the California PUC won't let you drop 
trains that are carrying 12, 15, some- 
times 20 passengers a run?” 

Mindful, too, of the unhappy fate 
which has befallen Union Pacific’s 
“other income” account, since 1955 
Russell has been pushing a geological 
survey of all SoPac’s assets. He has 
already seen new findings of oil swell 
SoPac’s non-rail net, which now is 
more than twice what it was in 1952. 

Russell Dearmont, the sometime 
lawyer who heads the reorganized 
MoPac, has nothing to boast about in 
his road’s passenger deficit. Its losses 
actually went up in 1958, while most 
other roads’ were going down. Dear- 
mont has, indeed, been trying out 
Slumbercoaches (in effect, coaches 
which convert into sleeping cars at no 
extra fare). But understandably, so 
far Dearmont’s main efforts have been 
directed at his freight business, which 
at least yields a profit. 

On that count, MoPac’s progress is 
considerable. It recently completed 
its fourth modern classification yard, 
an $18-million Kansas City giant 
which Dearmont expects will save 
MoPac $2 million on its handling 
charges annually. “Better yet,” he 
claims, “it will break a bottleneck and 
cut a day off east-west runs.” By 
such means, Dearmont has chopped 
MoPac’s wage ratio to 45%, against a 
49.6% industry average. 

Even more visible in its impact has 
been the reduction in MoPac’s capital 
fund requirements. Thus, though 
Dearmont predicted net for the year 
would be off somewhat from 1958's 
reported $8.42, the amount available 
for dividends probably rose to around 
$4 after funds. A year ago it was 
$2.79. This ample coverage would 
seem to assure at least continuance 
of the $2.40 payout. 


Leverage Luck 


As much could not be said by the 
stockholders of the battered Louisville 
& Nashville. For the second straight 
year their cherished $5 dividend was 
covered by the thinnest of margins. 
The villain was adverse leverage. 
Ahead of its mere 2.4 million shares 
come charges on the L&N’s whopping 
$304 million in debt. In a good year, 
such leverage can skyrocket earnings 
(e.g., to $14.19 a share in 1953). In 
a poor year like 1959, it puts the divi- 
dend in peril. 
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Knowledgeable followers of the 
rails look closely at two key indices 
of basic efficiency. 

First is the transportation ratio— 
the relationship between the ac- 
tual costs of moving trains and 
total revenues. 

The other is the operating ratio— 
the relationship between all oper- 
ating costs and revenues. 

Taken together, and compared 
with past performance, they pro- 
vide meaningful yardsticks of a 
railroad management's progress— 
or lack of it. Here are the perti- 
nent figures for 15 major roads: 


TRANSPORTATION RATIO 
9 Mos. 
1959 


1947-49 
Average 1958 
Eastern Roads 
Baltimore & Ohio 
New York Central 
Pennsylvania 
Pocahontas Reads 
Chesapeake & Ohio 
Norfolk & Western 
Southern Roads 
Illinois Central 
Louisville & Nashville 
Southern 
Northwestern 
Great Northern 36.1 35.0 
Milwaukee 42.7 40.2 
Northern Pacific 36.5 39.1 
Central Western 
Santa Fe 
Southern Pacific 
Union Pacific 
Southwestern 


Missouri Pacific 


43.2% 43.9% 42.7% 
45.3 49.7 47.2 
444 474 456 


36.0 
31.6 


36.0 
29.6 


36.7 
27.5 


36.4 
417 
38.6 


39.2 
40.3 
32.9 


38.7 
39.6 
31.7 


35.5 
38.7 
38.7 


34.1 
40.2 
36.2 


35.3 
38.7 
34.5 


35.3 
37.5 
35.2 
39.0 383 383 
-—OPERATING RATIO—, 
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Eastern Roads 
Baltimore & Ohio 
New York Central 
Pennsylvania 
Pocahontas Roads 
Chesapeake & Ohio 
Norfolk & Western 
Southern Roads 
Illinois Central 
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For this vulnerability, L&N man- 
agement is at least partly to blame. 
The road has been losing manufac- 
tured freight tonnage to trucks and 
coal business to barge lines for years, 
but it has been slow to fight back 
with competitive rate cuts. Result: 
L&N’s revenue growth has trailed the 
national average. 


Just the other side of the dividend 
coin flipped up last year at the Illinois 
Central. President Wayne Johnston 
was playing a conservative role after 
having twice slashed the payout in 
1957-58. Although the Illinois Central 
is expected to report $5 a share net in 
1959, Johnston and his board kept the 
quarterly payout at 50c. 

Last month articulate Wayne John- 
ston did a remarkable piece of long- 
range forecasting, candidly estimated 
1960 revenues at $280 million (up $9 
million from 1959), expenses of $217 
million, net after charges of about 
$16.5 million (or $5.30 a share). His 
forecast premised a 3.3% increase in 
carloadings. Impartial analysts tended 
to think Johnston’s predictions ultra- 
conservative, hoped to see his road at 
least equal 1958’s $5.80 a share. 

One dividend that seemed secure, 
though the road was having (by its 
own high standards) a poor year, was 
the Chesapeake & Ohio’s cherished $4 
payout. Although C&O’s 1959 net per 
share seemed likely to slip perhaps 
50c below 1958’s $6.36, able President 
Walter Tuohy’s road was in excellent 
financial health, the dividend appar- 
ently as safe as the gold in Fort Knox 

Ironically, last year Tuohy was the 
victim of his own well-conceived ef- 
forts to further diversify C&O’s traffix 
beyond mere coal-hauling. Not only 
were his still-substantial coal revenues 
shrunken by the steel strike and a 
drop in exports to Europe, but the 
high-profit manufactured freight vol- 
ume which he has worked hard to 
build up was also reduced last fall 

No man to sit idly by when freight 
revenues decline, Tuohy went to work 
on his passenger deficit, which he had 
cut by $3.3 million in 1958. Last year 
he got it down well under $10 million, 
at which point it is a “bearable” ex- 
pense for his rich line. 


Maybe So 


For 1960, the rails’ prospects depend 
heavily on two doubtful events: no 
resumption of the steel strike and suc- 
cessful negotiation of their own grim 
labor problems. Yet given the best 
of both, are they in shape to carry all 
the traffic that could flood to them? 
The Class I roads’ combined 8.5% bad- 
order rate left doubts that hard-won 
freight may not again be diverted to 
truck or barge competitors. 

Considering the problems they still 
face, most railwaymen are facing the 
1960s with unaccustomed optimism 
The N&W’s Saunders struck the key- 
note: “Through the Fifties, our prob- 
lem was to make ourselves really 
competitive. In the Sixties, it looks as 
though we may at last be able to 
achieve it.” For once, Forses takes 
such perennial hopes seriously 





Snug harbor for shipping 


The future of the Port of 
New York looks good to the 
people at Chase Manhattan 


Counting sleek liners, low-slung 
tankers, and freighters from far-off 
ports, a ship now enters or leaves 
New. York Harbor every 20 min- 
utes. 

Nearly a million international 
travelers come and go via ship 
through the Port each year, and the 
annual movement of freight aver- 
ages about 140 million tons. 

It takes 200 deep-water piers to 
handle these ship movements. 

It takes a lot of people and 
equipment, too. Private business 
firms join hands with public agen- 


cies, the Army Engineers and the 
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Coast Guard to keep the Port of 
New York going full speed. 

Developing the Port is primarily 
the responsibility of two public 
agencies, the Port of New York 
Authority, a self-supporting cor- 
porate agency of the states of New 
York and New Jersey, and the 
New York City Department of 
Marine and Aviation. 

In developing new waterfront 
facilities on a self-sustaining basis, 
these two agencies are planning 
expenditures of more than $580,- 
000,000 along the Port’s 650 miles 
of waterfront. 

But more important than these 
cold figures is the impact modern 
marine terminals make on a popu- 
lation of 13 million people in the 
New York-New Jersey area. 

A busy, look-ahead seaport pro- 


vides jobs for men and women, 
customers for competitive busi- 
ness. And whenever people work 
and goods move, prosperity fol- 
lows. 

The Chase Manhattan Bank, 
New York’s largest commercial 
bank, provides money, credit and 
financial services for the many 
public agencies and private enter- 
prises that serve the Port of New 
York. 


THE 


CHASE 


MANHATTAN 
BANK 


Member Federal Deposit Insurance Corporation 
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AIRCRAFT & MISSILES 


VISIBILITY ZERO 





Its market shrinking, its technology changing too 
fast for comfort and its future unpredictable, the 
aircraft industry had a rough year in 1959. 
The big question: Can a shakeout be far off? 


Wuarever their trials and tribulations 
last year, most American businessmen 
could at least take comfort from the 
U.S.’ growing population and rising 
living standards. Projected into even 
the immediate future, these two 
trends seemed practically to assure 
them of jingling cash registers and 
masses of new customers. 

But the $11-billion aircraft industry 
had no such comfort last year. If 
anything was certain for the plane- 
makers, it was that their market was 
more likely to shrink than to grow in 
the years ahead. Even discounting the 
talk about disarmament, it was obvi- 
ous that their biggest customer, the 
Pentagon, was having to pinch its 
pennies more tightly than at any time 
since before World War II. “Never,” 
sighed an unhappy aircraft maker 
last year, “has it been so tough in this 
indusiry to make a dime on a govern- 
ment contract.” 

On top of that, technology was mov- 
ing so fast that very few aircraft and 
missile projects were getting to the 
mass production stage—where the 
typical airframe maker counts on 
making his big profits. “There was a 
time,” lamented General Dynamics’ 
Chairman Frank Pace Jr., “when a 
new program was good for possibly 
ten years. That’s no longer true.” 

So things had become chaotic in the 
military market that takes four fifths 
of the planemakers’ output. But they 


weren’t much better in the commercial 
market that takes the other one fifth. 
True, the airlines were converting to 
jets to the tune of several billion 
dollars. But each new development in 
aircraft has meant bigger planes 
which carry more passengers, with the 
result that even at a time when air 
travel is expanding, there is a limit 
to how many planes can be sold. 

Thus, even in the commercial mar- 
ket, normally the most profitable, 
competition was rough and develop- 
ment costs staggering. Boeing 707s 
were competing directly with Douglas 
DC-8s. For the shorter-ranges and 
medium-ranges the airlines could 
take their pick among Lockheed’s 
Electra, Boeing’s 720, General Dy- 
namics’ 880 and 600 as well as such 
foreign aircraft as the French-built 
Caravelle. There was not enough 
business around for all these planes. 
It was obvious that someone was 
going to be hurt—and soon. 


Search for New Products 


What were the aircraft makers do- 
ing about their problems? Mostly 
they were trying to get into new fields 
where their unmatched knowhow and 
considerable resources could be put 
to steadier, more promising and more 
profitable use. 

Why had they waited until now? 
By and large they had been too busy 
and too contented in the fat-cat at- 


mosphere of the early days of the cold 
war. Several, in fact, had delayed so 
long that the need for diversification 
had become for them a race against 
time for survival: Their military air- 
frame business was dwindling (see 
chart, p. 53); missiles were subject to 
bewilderingly fast obsolescence; and 
commercial projects were of doubtful 
profitability. 

Last year, then, “Diversification” 
had suddenly become the key word 
Yet the schemes for achieving it 
varied considerably. Some outfits, 
such as Martin Co., were intent on 
remaining predominantly military 
suppliers and were charting courses 
which they hoped would give them a 
progressively bigger share of the de- 
fense dollar. Others, such as General 
Dynamics and Chance Vought, were 
concerned over their heavy defense 
commitment and were doing what 
they could to bolster their commercial 
business. 

The question for all was: How? In 
most cases it meant going out and 
buying smaller going businesses. 
Since electronics has become the fast- 
est growing segment of military pro- 
curement and a promising commercial 
business as well, companies in this 
field have been prime candidates 
for merger. In the course of the year, 
Northrop took over Page Communica- 
tions Engineers. Lockheed acquired 
Stavid Engineering. Chance Vought 
bought a majority interest in National 
Data Processing. Thompson Ramo 
Wooldridge absorbed two electronics 
firms. 

Such acquisitions were often ex- 
pensive. Last year, aircraft equities 
were depressed in price while elec- 
tronics were selling at record highs. 
When Lockheed bought Stavid, for 
example, it in effect traded $5.44 in 


APPLYING FINAL TOUCHES TO DOUGLAS DC-8 JET LINER BEFORE ROLL-OUT: 
were too many planes chasing too few dollars? 
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earnings for every dollar of Stavid’s 
earnings on the basis of 2.5 Lockheed 
shares for one Stavid share. Con- 
fessed Lockheed’s Chairman Robert 
E. Gross several months later: “This 
purchase has lessened somewhat the 
proportionate equity of Lockheed’s 
stockholders.” Added he, quickly: 
“But we feel that such diversification 
was essential.” 

Only one major manufacturer 
seemed to disagree: Douglas Air- 
craft’s Chairman Donald Douglas con- 
tinued to believe there is a future for 
the airframe and missile assembler. 
Electronics, he stoutly insists, is bet- 
ter handled by such experts as Gen- 
eral Electric and Bell Labs. Given the 
current state of things, however, 
Douglas seemed engaged in an enor- 
mous gamble. 


Of Eggs & Baskets 


Yet for most of the industry’s ar- 
dent diversifiers, the payoff in sales 
and profits seemed a long way off. 
Most companies in the industry clearly 
had their work cut out for them in 
making the new products pay. There 
was only one exception: Frank Pace’s 
mighty General Dynamics Corp. Gen- 
eral Dynamics was already well past 
that stage of the game, had the kind 
of balanced organization Gross and 
others were only shooting at. 

To be sure, General Dynamics’ bal- 
ancing act has been expensive. This 
company has had one of the highest 
rates of growth among the 14 air- 
crafts, but its stockholders have had 
to swallow an unpalatable 88.1% 
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rate of dilution of their per-share 
equity over the five years 1953-58, to 
pay for it. Apparently, however, they 
have gotten their money’s worth. In 
his eight largely autonomous divi- 
sions, Pace is now working on such 
varied defense products as the Atlas 
intercontinental ballistic missile, the 
B-58 supersonic bomber and a series 
of nuclear-powered submarines. In 
the commercial field he can offer the 
880 and 600 medium-range commer- 
cial jets, industrial and medical gases, 
telecommunications equipment and 
nuclear reactors. 

For Frank Pace, 1959 brought even 
more dilution—and eveh more di- 
versification. Disturbed that no more 
than 15% of his net profit came from 
commercial sources, Pace long ago set 
a 50-50 ratio as his goal. At year-end, 
stockholders were set to vote on a big 
merger with Chicago’s Materials Serv- 
ice Corp., a major producer of build- 
ing materials and coal. It seemed a 
curious kind of a merger. But should 
it finally take place, it would raise 
General Dynamics’ cornmercial vol- 
ume to something over one third of 
total sales, enable Pace to take a long 
step in the direction he has chosen. 
Whether it was the right direction re- 
mained to be seen. 


The Big Spend 


Despite the big corporate building 
job going on at General Dynamics, 
the company’s earnings declined by 
41.5% to $16.8 million in last year’s 
first nine months. This happened for 
the same reason profits slid at the 


industry’s other big firms. It was, in 
short, a reflection of heavy develop- 
ment and inventory write-offs on 
cornmercial jet liners now coming into 
service on the nation’s airlanes. 

Actually, Pace had less bad news 
for his stockholders than did sev- 
eral others. Development cost write- 
offs caused Boeing’s net to drop by 
70% in the first nine months, Lock- 
heed’s to dive 54.1% over the same 
period, and Douglas’ usually strong 
net to dissolve into a mass of red ink. 
The result could be seen in a drastic- 
ally lowered return on equity for most 
of the industry last year. 


Red Ink Write-Offs 


Just how tough such write-offs can 
be was specifically apparent in the 
figures unveiled last year by Douglas’ 
Don Douglas. Douglas, who believes 
in getting such charges out of the 
way as quickly as possible, wrote off 
$64.4 million on his DC-8 project over 
the nine months ended in August. 
This was $16.2 million more than he 
wrote off in the same period of 1958. 
Moreover, Douglas did not have the 
volume of piston-driven commercial 
airliner sales that he did in 1958 to 
help offset these expenses. For the 
three quarters, he reported a net loss 
of $25.7 million, compared with a 
$16.5-million profit the previous year. 

Having taken his lumps, however, 
Douglas could confidently predict bet- 
ter things for 1960. “It is now indi- 
cated,” said Douglas at the time, “that 
the write-offs to be incurred in the 
fourth quarter will be lower than the 
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recent rate.” A second favorable fac- 
tor: DC-8 deliveries are now running 
high. These dual trends are expected 
to put Douglas on a profitable basis 
sometime early this year. 

The same may well cccur in the 
case of Boeing, with its 707; General 
Dynamics, maker of the 880 and 600 
jets; and Lockheed, builder of the 
Electra turboprop, but their turn- 
arounds are likely to be less striking. 

Even so, none of the major com- 
panies expected to get back very soon 
to the level of profits most of them 
reported in 1954 and 1955. For it was 
abundantly clear that from a financial 
point of view, the commercial jet and 
turboprop programs have thus far 
proven to be simply a debacle. At 
present, no one of the four companies 
have sold enough of their craft to 
show a profit over the entire project. 
Groaned Boeing’s President William 
M. Allen: “The subject of break-even 
points, taken by itself, is guaranteed 
to produce great pain in the aircraft 
industry.” 


Tough All Over 


In a year of generally dull or de- 
clining aircraft earnings, it was the 
commercial jet write-offs that caused 
the most dramatic deviations. But 
things were tough all over. Although 
the Pentagon, after much haggling, 
does allow its suppliers a small re- 
turn on sales and a good return on 
investment, the new rules for pro- 
curement hardly improved the out- 
look for company profits. 

The Pentagon was getting to be a 
more demanding customer. Naturally, 
it wanted a very highly advanced 
weapon at the least possible cost. It 
was clearly inclined toward those 
firms willing to shoulder a generous 
proportion of the invested capital and 
facilities to create such weapons. 
Thus, the planemakers’ capital com- 
mitment (see chart, p. 54) continued 
to grow very fast. 

Costs were rising all along the line. 
The heavier investment in brick and 
mortar: meant increasing overhead 
and capital expenses. Like all manu- 
facturers, the airplane and missile 
makers had to cope with increased 
labor and materials costs. In addition, 
they were burdened with higher in- 
terest on funds borrowed to build the 
new plants they needed for advanced 
weaponry. They were forced to make 
very heavy outlays to expand research 
and development if they hoped to 
continue to obtain new contracts. 

But if plowing ahead was costly, 
standing still was proving even more 
so. Some companies, among them 
United Aircraft and Republic Avia- 
tion, were tardy in getting into the 
missiles-electronics side of the busi- 
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ness. For these outfits, trying to catch 
up has been costly indeed. Mean- 
while, United, the nation’s biggest 
maker of jet engines, and Republic, 
long a mainstay in fighter aircraft, 
reported steadily declining earnings, 
last year cut their dividends. 

Moreover, their near-term outlook 
was not good. Confessed United’s 
Chairman H. Mansfield Horner: 
“These expenditures for research and 
development carried for the corpora- 
tion’s own account are substantial and 
increasing. . . . Earnings in 1959 will 
be materially lower than in 1958. 
Earnings for 1960 are not expected to 
be as favorable as for 1959.” 


Breadth & Depth 


By contrast with such standpatters 
as United, those who had earlier laid 
the groundwork for new ventures 
came out somewhat better. Two such 
men were Chairman James H. 
(“Dutch”) Kindelberger of North 
American Aviation and Chairman 
George M. Bunker of Martin Co. Un- 
like General Dynamics’ Frank Pace, 
neither Kindelberger nor Bunker had 
wandered very far from the military 
reservation. Yet both have their own 
particular kind of diversification, now 
possess a multiplicity of weapons 
projects whick appear to be essential 
items in the Pentazgen’s future arsenal. 

Among North American’s more 
promising prime contracts at year- 
end were the supersonic, long-range 
B-70 bomber and the Hound Dog air- 
to-surface missile. Yet the firm also 





CLIPPED WINGS 


At the heart of the planemakers’ 
problems is the fact that Pentagon 
spending on aircraft is dropping 
sharply, probably will hit an eight- 
year low in the government's fiscal 
year ending June 30, 1960. To take 
up the slack, airframe makers have 
had to place increased emphasis on 
missiles, electronics and commercial 
planes. This has involved them in 
costly—-and not always remunerative-— 
development programs. 
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had strong stakes in electronic guid- 
ance and navigational systems, rocket 
engines and commercial atomic re- 
actors. The depth of Kindelberger’s 
over-all backlog of orders was indi- 
cated late last year when the Air 
Force cancelled North : American’s 
F-108 supersonic interceptor contract, 
stretched out the B-70 program. In 
spite of this, Kindelberger still ex- 
pected to bring in a near-record $1.2 
billion in sales during 1969. 

Martin Co. was also in position to 
show much the same kind of resist- 
ance to adversity. Back in 1952, 
George Bunker arrived to take over 
a near-bankrupt company, plunged it 
into missiles when few others were 
interested. Last year Martin lost its 
big contract to build the Seamaster 
jet attack plane. But the company’s 
broad array of missile contracts re- 
mained. Among its programs are the 
Titan ICBM, the Pershing Army artil- 
lery missile and the Missile Master 
electronic air defense system. Says 
Bunker: “We just aren’t trying to get 
any more airplane business.” 

In their latest earnings reports, it 
was apparent that North American 
and Martin had broken through to 
higher profits. They were among the 
very few aircrafts to do so. North 
American’s Kindelberger reported net 
up 146% on a 15.6% rise in sales 
during the fiscal year ending in Sep- 
tember. Martin’s Bunker served up 
a 28.8% gain in profit on a 6.2% in- 
crease in sales during the first nine 
months. 

These improved earnings were ap- 
parently at least the first reward for 
Martin’s and North American’s prog- 
ress in advanced weaponry. Not that 
the bigger, more diversified aircrafters 
were not also getting into missiles and 
the like—they were. Lockheed’s Bob 
Gross was working hard on the 
Polaris submarine-borne missile. Boe- 
ing’s Bill Allen was getting ready to 
assemble the Minuteman solid-fuel 
ICBM. But Lockheed and Boeing, as 
well as General Dynamics and Doug- 
las, were still heavily committed to 
manned aircraft or missiles whose 
time was running out. For these four 
companies, such conventional jobs last 
year were both a drag on earnings and 
a question mark for the future. 


Small Firms, Big Troubles 


But at least the major firms had 
hedged their bets. Several medium- 
sized airframe makers had been less 
successful in doing so. There were 
fewer contracts around for the type of 
fighter planes they once specialized in 
and the contracts were harder to get. 
In this class fall McDonnell Aircraft, 
Northrop Corp. and Chance Vought. 
Like their bigger brothers they were 
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Where the Money Goes 


Time was when the airframe mok- 
ers operated almost entirely with 
government money and government 
plants. Now, the Pentagon is forc- 
ing them to provide a growing pro- 
portion of their own capital needs. 
Result: by last year the planemak- 
ers needed nearly twice as much 
capital per dollar of sales as they 
did five years earlier. 
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trying to find new lines of business 
and to put a greater emphasis on ad- 
vanced engineering. Still, they re- 
mained relatively top-heavy in their 
dependence on a few contracts. 

Among such companies, loss of one 
or two big contracts can hurt pain- 
fully. In 1958, President Frederick O. 
Detweiler’s Chance Vought Aircraft 
seemed to have a golden future. The 
firm had received several big orders 
for various series of F8U Navy fighter 
planes and the Regulus II missile. 
Late that year, however, the Navy 
wrote finis to the Regulus II, bypassed 
the F8U-3 for McDonnell’s F4H-1 
fighter. Chance Vought’s. backlog 
dropped from $596 million to $300 
million in just 15 months. In last 
year’s first nine months, its profits 
were off 40.3% to $4.3 million. 

Meanwhile, McDonnell’s big new 
F4H-1 contract gave Chairman and 
President James S. McDonnell’s air- 
frame maker a new lease on life. Its 
F-101 Air Force fighter has been a 
long-lived project which helped the 
firm show very strong sales and earn- 
ings growth over the years. Last 
year it was running out. But, in the 
F4H, McDonnell Aircraft now had a 
promising follow-up program. It also 
won the chance to design and build 
the first manned space capsule under 
Project Mercury. Mercury was not a 
big contract, but it did reflect the 
company’s high repute for engineer- 
ing, gave James McDonnell a little 
more time to change McDonnell’s cor- 
porate complexion. 

Like Martin’s Bunker, Chairman 
William C. McDuffie of Northrop 
Corp. was working his way toward 
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higher competency in_ electronics, 
missiles and space ware. Last year 
he got about 60% of his sales from 
these lines. In addition, Northrop had 
two fighter contracts, was building the 
Snark subsonic intercontinental mis- 
sile and held some valuable subcon- 
tract work. Northrop’s profits were 
holding, but acquisition of Page En- 
gineers and conversion of debentures 
have lately diluted earnings per share 
considerably. 


Lines of Supply 


If the lot of the planemaker was a 
generally unhappy one last year, the 
way of the diversified components 
suppliers has been less difficult. They 
had anchors to the windward. And 
if one project washed out, components 
were still needed for other ones. 

Two of the  biggest—President 
Malcolm P. Ferguson’s Bendix Avia- 
tion Corp. and Chairman J. D. 
Wright’s Thompson Ramo Wooldridge 
Corp.—not only offered a broad range 
of products for planes and missiles 
but were also big sellers to the auto 
industry. The slump in auto sales in 
1958 had hurt both companies. But 
last year, Bendix’ net was up 32.1% 
over the nine months ended in June, 
and Thompson’s earnings rose 10.3% 
during the nine months ended in 
September. 

The aircraft engine builders, on 
the other hand, were obviously in 
trouble. Although United Aircraft 
could look to reasonably good orders 
from makers of commercial jets, it 
faced a two-pronged threat: declin- 
ing unit output of aircraft because of 
the shift to missiles; and competitive 
inroads being made by ambitious 
General Electric. 

Meanwhile, Chairman Roy  T. 
Hurley, whose Curtiss-Wright Corp. 
had been all but knocked out of the 
aircraft engine business by United, 
was diversifying in every direction. 
Too many directions, perhaps. Thus 
far, Hurley’s confusingly hybrid com- 
pany was making plenty of headlines 
with radical new products. (among 
them: the “Air-Car’”) but they were 
little immediate help. For 1959, 
Curtiss-Wright reported its third 
straight earnings decline, has cut its 
dividend twice in the last two years. 


Asleep at the Switch? 


All in all 1959 was not a reassuring 
year for investors in the aircraft in- 
dustry. Nor did it reflect much credit 
on aircraft management. Faced with 
a drastic change in the nature of their 
business, most of the big aircraft com- 
panies had been obviously unpre- 
pared. Too many years of easy-to-get 
business, high returns and govern- 
ment-financed operations had made 


many of them unaccustomed to get- 
ting out and hustling. 

Now all that was changed. It re- 
mained a very open question whether 
all of the major aircraft companies 
would still be around as profitable 
enterprises a decade from now. For 
some, the prospects clearly looked 
better than for others. Douglas, by 
sticking doggedly to its speciality, had 
won a great reputation for commer- 
cial craft. North American and Martin, 
far ahead in the race to get into non- 
airframe defense lines, looked like 
likely bets to go on thriving. So did 
General Dynamics, already years 
ahead of the others in putting its vast 
store of knowhow to work in other 
fields. Lockheed, as well, had made 
pregress in broadening its markets. 


Survival of the Fittest 


Most discouraging of all, time seemed 
to be clearly running out for a large 
segment of the industry. Curtiss- 
Wright, for example, had yet to come 
up with a real prospect for bread and 
butter business and time was no 
longer on Roy Hurley’s side. United 
Aircraft had fallen several years be- 
hind. And such fighter makers as Re- 
public, Chance Vought and McDonnell 
could not escape the fact that their 
main products were clearly headed for 
obsolescence. 

Even for these it was not too late 
to catch up. But their management 
clearly had their work cut out for 
them. It is actually a matter of sur- 
vival. For not even the most opti- 
mistic aircrafter w sd dare predict 
that all the current manufacturers 
would still be in existence in 1970. 


Since 1954, the profit margins of 
the big planemokers have been in 
a steady tailspin. Last year the situ- 
ation was made doubly bad by 
heavy commercial jet write-offs and 
higher research and development 
costs. But even with those special 
expenses behind them, the aircraft 
companies will have a hard time 
getting back to where they were 
five years ago. 
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CAPITAL GOODS 





SOME DRIFT, SOME DON’T 


There were excuses galore for 
in the capital goods business 


oor showings 
t year. But 


how then explain such standout performances as 
Clark Equipment, Crane or Caterpillar Tractor? 


Drirtinc down a river on a raft can 
be very pleasant. When the current 
is slow, you glide along and watch 
the scenery. On the fast stretches, 
there’s plenty of excitement just keep- 
ing on an even keel. At any rate, you 
always keep moving and the river 
does most of the work. 

But just drifting is a poor way to 
run a business. Especially in capital 
goods where the current (see chart) 
is very far from being either steady 
or predictable. Unfortunately, how- 
ever, drifting with the economic cur- 
rents has been rather common among 
the men who make machines and 
equipment for industry. All too com- 
mon, in fact. In some cases, of course, 
there’s little choice. As William 
Snyder Jr., president of Blaw-Knox 
Co., points out: “You can make a 
better product than your competitor. 
But no one can sell a rolling mill to a 
steel company unless they went one.” 

Still, when the customers were buy- 
ing, the average capital goods pro- 
ducer has been more than happy to 
take orders. When they weren’t buy- 
ing, he has been too ready to put 
away his order book and sit around 
waiting for the next pickup in capital 
spending. 

Considering this philosophy, it 
should surprise no one that the capita! 
goods makers as a group have hardly 
compiled a brilliant record. In fact it 
has been a rather dismal one. Be- 
tween 1953 and 1958, as Forses’ yard- 
sticks show, more than half of the 13 
leading companies actually registered 
declines in per share earnings. Only 
five managed to earn a worthwhile re- 
turn on the millions of dollars they 
plowed back into their businesses. 
This at a time when most of the 
economy was booming. Complained 
Thomas Mellon Evans, new boss and 
revitalizer of the long-ailing Crane 
Co.: “Too many people are afraid to 
change the status quo. You can’t 
make an omelette without breaking 
the eggs.” 


The Non-Drifters 


Had the typical capital goods pro- 
ducer really had no choice but to drift 
more or less helplessly with the cur- 
rents? Crane’s own experience indi- 
cates that they did indeed have a 
choice—even though they didn’t al- 
ways take it. Within months after 
Evans took over, he turned his com- 
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pany upside down, slashed his sales 
outlets by a third and almost trebled 
its net profits. 

What Evans did, in fact, was to stop 
the drifting. But the argument that 
drifting was inevitable in some cases 
might still be convincing were it not 
for a couple of other standout per- 
formances by companies that suc- 
ceeded very well in going against the 
currents. 

Michigan’s Clark Equipment Co., 
for example. Five years ago the cur- 
rent was running very heavily against 
Clark. Its huge government orders for 
lift trucks and heavy gear were be- 
ginning to dry up, and the company’s 
big auto parts business was getting 
increasingly shaky. But Clark’s Presi- 


dent George Spatta was not content to 
' sit back and wait for the next pickup 


in his business. Snaps Spatta, “The 
trend is not important if you get your- 
self a good product and then sell 
hard.” 

He went out and created whole new 
divisions as he pushed Clark boldly 
into road building machinery and 
highway trailers. Result: in 1959, a 
year in which six of the 13 leading cap- 
ital goods producers actually earned 
less per share than their 1957-59 aver- 
age, Clark boosted its own earnings a 
hefty 33%, raised its return on stock- 
holders’ equity to a healthy 18.1%. 
Clark was not the only non-drifter. 
Another: Caterpillar Tractor, which 


HEAVY EQUIPMENT IN STEEL : 
you can’t sell the customer what he doesn’t want 


last year earned a striking 16.3% on 
equity in spite of heavy depreciation 
write-offs. 


The Drifters 


But Crane, Clark and Caterpillar 
were exceptions. Consider the more 
typical case of International Har- 
vester, the giant of the group. Inter- 
national Harvester’s tractors, farm 
machinery, earth movers and trucks 
just about blanket the globe. But over 
the past five years, IH has averaged 
only a mediocre 6% return on stock- 
holders’ equity. Others were even 


' lower. Crane, previous to its change 


of management, earned only 4.6%. 
Fairbanks, Morse, only 4.5%. 

The pre-steel strike pickup of 1959, 
to be sure, was strong enough to pull 
some of the lagging machinery makers 
into the higher profit column. But not 
all of them. The economic currents 
last year were treacherous. The river 
was full of cross-currents and under- 
tows. It was a dangerous year for 
drifting. Dresser Industries ran into 
rough water for the second straight 
year, earned only an estimated 7.9% 
on its equity capital as compared to a 
five-year average of 14.4%. Worth- 
ington, hard hit by increased competi- 
tion, saw its earnings drop 24.2% be- 
low their three-year average. Fair- 
banks, Morse dropped to a sad 3.5% 
on equity. Other capital goods makers 
whose net dropped last year: Inger- 
soll-Rand, Combustion Engineering. 

The sad case of Dresser illustrated 
an important principle: that it doesn’t 
pay just to drift even when you think 
the current is all with you—as Dresser 
did for many years. In 1958, Dresser 
managed to earn just 8.5% on stock- 
holders’ equity; in 1956 it had earned 
18.2%. 


55 





2 
4 
\ 


be 


%. 
4, % 
% 


>, 
% 


Nak Nid 
ONC 


% \ 4%, 


COMPANY 


wa 
SS ‘i, 


TARTAN 
%% 4 » \ OOY 


YARDSTICKS OF PERFORMANCE 


Sr. av. | Est. 1959 





International Harvester declined 
Caterpillar 6.0% 
Babcock & Wilcox 3.7 
crane 1.4 
Combustion Engineering 16.3 
Dresser Industries 11.8 
Ingersoll-Rand 1.0 
Worthington 5.1 
Otis Elevator 10.0 
Clark Equipment 49 
Yale & Towne 1.2 
Blaw-Knox 7.0 
Fairbanks, Morse declined 


1.0% 
12.4 
4.1 

declined 
10.1 
17.7 
49 
6.2 
14.3 
7.0 
7.1 
10.9 

ceclined 


Applying this experience to the 
affairs of Otis Elevator brings out the 
only thing that dims an otherwise 
bright record: Otis has shown a ten- 
dency to drift with the favorable 
current. 


Up & Up With Otis 


Otis’ own particular current, com- 
mercial construction, has been flowing 
beautifully over the past decade. In 
Manhattan alone, 29-million square 
feet of office space have been added 
since World War II, and another 17- 
million feet are in the works. 

As a result, Otis has the best five- 
year record of earnings growth, 13.9% 
(compounded) of the 13 top compa- 
nies. Its 1959 net was running some 
25% ahead of 1958’s $4.20 per share. 
That marked the sixth year in a row 
that net increased, the fifth that bill- 
ings climbed, the third in which oper- 
ating margins improved. With cur- 
rent backlog a record $252 million, 
President Leroy A. Petersen expects 
to repeat his good performance in 
1960. 

Can that be called “drifting”? Yes, 
say some Wall Streeters. Historically, 
when a spree of commercial building 
ends, it doesn’t taper off. It just stops. 
With 46% of Otis’ total volume nor- 
mally represented by new elevators 
and escalators, what happens then, the 
skeptics ask? 

Petersen can point out that Otis’ 
defense and industrial work is grow- 
ing, having risen from 14% of billings 
in 1954 to 28% of a larger total in 
1958. But much of this is contract 
work. An important segment, the 
automatic pinsetters Otis makes for 
Brunswick-Balke-Collender, is due to 
vanish within two years. 

So elevators are more than just the 
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declined 
8.9% 

declined 

declined 


declined 
13.9 
declined 
declined 
6.0 
declined 


11.0¢ 
25.4 
15.7 
8.2 
15.1 
20.8 
24.1 
13.6 


16.3 
11.2 
46 
9.6 
14.4 
22.8 
11.0 
15.4 
15.2 
7.2 
10.9 
declined 45 
butter on Otis’ bread; they are the 
bread itself. A big potential market 
does exist, of course, for replacement 
elevators in old buildings; and service 
and maintenance contracts increase 
with every new elevator installed. 
Even when new demand slacks off, 
Otis can maintain sizable volume. 

But maintaining volume is hardly 
growth. Wall Street cannot see where 
Otis can go from here. Hence its com- 
plaints about the company’s drifting 
tendencies. 


Dresser Goes Down 


“Sure Otis looks good on the fig- 
ures,’ one moneyman recently com- 
plained. “But so did Dresser until 
1958. Look at Dresser now.” Presi- 
dent John B. O’Connor of Dresser 
Industries was indeed paying the 
price last year for the profitable drift- 
ing of earlier years. Dresser is tied 
almost entirely to oil and gas, with 
close to half its products going for ex- 
ploration and drilling. 

While the oil companies themselves 
were on the avid search for new de- 
posits, Dresser boomed. Its sales grew 
at an annual compounded rate of 
11.8% (though doubling shares over 
the period kept the per share increase 
to a far lower 2.5%). Last year, with 
the industry swimming in a flood of 
crude, new drilling slowed appreci- 
ably. In 1958 O’Conno. had to watch 
his net slide all the way to $9.9 million, 
from $20.6 million the year before. 
During the first nine months of fiscal 
1959, Dresser’s sales slipped another 
3.7%, its earnings 9.5%. 

And for the future? Dresser’s year- 
end backlog was up some 39% over 
the year before. But few industry 
people look for any big increase in the 
rate of new drilling. Result: a con- 
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48 
8.1 
79 
17.8 
6.9 
22.1 
18.1 
6.5 
12.2 
3.5 
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siderable dimming of Dresser’s former 
reputation. 


Clark Goes Upstream 


It was by contrast with Dresser 
that George Spatta’s Clark Equip- 
ment looked so good last year. Dur- 
ing the years when Dresser was sailing 
merrily upstream, Clark Equipment 
was fighting hard against hostile cur- 
rents. Clark’s traditional lines were 
beginning to lag. But rather than sit 
around and wait for them to pick up, 
George Spatta rolled up his sleeves, 
went out and dug up some new busi- 
nesses for Clark to get into. 

Probably the most telling measure 
of Clark’s progress is a comparison 
with rival Yale & Towne. A decade 
ago, the two companies had almost 
identical sales volume, were roughly 
even in production of industrial fork 
lift trucks. Clark had an offset in 
heavy automotive components, Yale 
& Towne in builder’s hardware. 

Yale & Towne’s President Gilbert 
Chapman chose to drift in the waters 
he knew. He did well enough. Be- 
tween 1953 and 1958, his sales inched 
up 5.6%, his equity rose 9.5%. 

But Spatta did far better. The Clark 
Equipment boss found two areas 
which seemed about to heat up— 
earth-moving equipment anei trailers 
—jumped in with both feet. Clark’s 
sales in the same period rose 26.5%, its 
equity a rousing 45.8%. 

During the past year, the contrast 
became even greater. For the nine 
months before the steel strike started 
affecting all metal-working companies, 
Clark’s sales were up another 55%, 
net up 139.6%. Yale & Towne, with a 
building boom boosting its locks and 
hardware, moved up only 15.8% and 
51% respectively. 
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Single-Minded Caterpillar 


What, then, do you say about 
giant Caterpillar Tractor? Caterpil- 
lar makes tractors and earthmoving 
equipment. Diversification never 
seemed to interest President Harmon 
S. Eberhard. He has never had much 
time for it. He has been too busy 
sailing with one of the swiftest-flow- 
ing currents in U.S. industry. Be- 
tween 1953 and 1959 alone, he doubled 
his gross plant investment (to some 
$310 million), boosted sales nearly 
22%. 

But Eberhard’s single-mindedness 
had its drawbacks—and they contin- 
ued to show up last year. While the 
market was growing, so was the com- 
petition for it. Increasingly Caterpillar 
has felt the pressure from such strong 
competition as International Har- 
vester, Clark, Allis-Chalmers and the 
Euclid division of GM. From 1953 to 
1958, Caterpillar’s sales rose 33.7%, 
but its operating margins on sales 
slipped steadily, from 17.6% to 15.4%. 
So has its return on equity declined, 
off from 15.2% to 11%. 

Even last year’s pickup to an esti- 
mated $1.75 a share left Caterpillar 
far short of the $2.03 in the record 
year of 1956. Nor was Caterpillar’s 
current flowing as swiftly as it once 
did. As other conditions improved, 
new contracts placed for road con- 
struction last year (a firm indicator of 
road equipment sales next year) 
sagged 23% below 1958. In this situa- 
tion, Eberhard will have to fight to 
hold his share of the market against 
competitors who are not only aggres- 
sive salesmen, but who often have 
other offsets as a cushion. 


Slow-Moving Billionaire 


That is even more true of big Inter- 
national Harvester, the only ma- 


chinery maker ever to crack the bil- 
lion-dollar club. No one ever accused 
Harvester of being a one-product 
company. But its problem was not 
nearly so much the direction of the 
currents as lightening ship to ride 
better. 

Over the five yardstick years, IH 
had one of the slowest movements of 
all. Reported sales were down 12.6%, 
earnings off 22.3%. Return on equity 
shrank to a mere 6c on the investors’ 
dollar. President Frank Jenks argues, 
“The figures were deceptive. Har- 
vester reports neither sales nor total 
equity in earnings of its big foreign 
operations.” Were it all included, said 
Frank Jenks, 1959 sales, estimated at 
around $1.2 billion, “would actually be 
closer to $1.8 billion, and that’s real 
growth.” 

If that showed that IH was carrying 
more freight than was supposed, it 
still didn’t seem to be making much 
headway. If all the equity in uncon- 
solidated subsidiaries, for instance, 
had been included in 1958, IH’s in- 
come would have been a shade over 
$52 million (instead of $43 million re- 
ported). That still would have added 
up to just about what IH reported in 
1953, and considerably less than its 
$66.7 million peak of 1950. 

Last year, though, all the tides were 
running right. Truck orders, deferred 
during 1957-58, came barrelling in. 
Agricultural machinery, after a year 
of high farm income, was spurting. 
IH’s small, unstruck steel operation 
(which normally accounts for only 
4% of sales) contributed a far greater 
proportion of profits than usual. As a 
result, earnings estimated at over $5 
a share finally passed the former high 
mark of $4.72. Last year, too, Jenks 
was getting rid of some excess cargo. 
Harvester was finally closing down its 


¢ 
HOISTING BOILER DRUM INTO POSITION: 
when 7% drops to 4%, who gets hurt? 
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enormous (3.5-million square feet of 
space) McCormick Works, a plant that 
has broken even only in peak years, 
been a constant drain on profits in all 
others. 

If anything, however, Harvester has 
suffered not from drifting, but from a 
management seemingly too cautious 
to take full advantage of the kind of 
economic currents that swept Cater- 
pillar and Clark to prosperity. That 
hardly excused MHarvester’s lack- 
lustre showing. But overcaution is 
more excusable, perhaps, than drift- 
ing. 


Convincing Excuse? 


If anyone did have a good excuse 
last year, it was President William 
Cordes Snyder Jr. of Blaw-Knox Co. 
His excuse: the steel strike. For the 
past five years Blaw-Knox had 
chugged along at a comfortable pace, 
with sales up 39.7%, earnings up 34.3%, 
and in 1959 it was clearly speeding for 
a record. First half earnings had been 
up 30.5% over 1958 for his highest six 
months ever and Snyder last June, 
expecting a short steel strike, was 
projecting full year earnings just 
double those of the first half. 

But it was not to be. Blaw-Knox 
makes equipment for construction, 
chemicals and utilities. Yet its big- 
gest single customer is the steel in- 
dustry. When the strike started, Sny- 
der had a big backlog of orders, par- 
ticularly for products which would 
be needed quickly when operations 
resumed. So Snyder kept producing, 
though he couldn’t ship to closed 
plants, piled up large inventories of 
finished products. When the strike 








SPOTTY PROGRESS 


Capital spending by U.S. industry was upless 
than 6% last year. Yet several capital goods 
producers were able to make sharp gains in 
earnings per share over their 1956-1958 aver- 


“All figures are for 12 months ending Sept. 30, 1959 
and thus do not reflect the full force of the steel strike slowdown. 





age — while others actually lost ground.* 
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was suspended at the point of a Taft- 
Hartley injunction, Blaw-Knox was 
able to deliver fast enough to pull its 
net close to 1958. But the strike held 
Blaw-Knox to a modest 1.5% earn- 
ings’ improvement over its 1957-59 
average. Considering everything, 
“Cordes” Snyder had not come out 
too badly, however. 

Laconic President L. C. Hopton, 
who guides rich Ingersoll-Rand, also 
had an excuse for an unexpectedly 
poor showing (his estimated 1959 net 
income was down nearly 12% from 
its 1957-59 average). Of his customer- 
industries, only construction showed 
much life; utilities, chemicals, petro- 
leum and shipbuilding were still drag- 
ging their feet on immediate expan- 
sion. As a result, Hopton’s six months’ 
volume dipped to its lowest point in 
four years, with 1959 off some 16% in 
volume and 18% in net from 1958. 

But Hopton’s excuse sounded a lit- 
tle lame. With the kind of profits 
Ingersoll has pocketed in recent years 
it could easily enough have branched 
out into other fields. But it preferred 
to drift comfortably with the tides. 

Even with last year’s setback Hop- 
ton was still bringing down to net 
almost 15c on every dollar of sales, 
and Ingersoll’s five-year average of 
22.8% return on equity still led the 
field. The averages, however, hid a 
somewhat less favorable trend. Ac- 
tually, Ingersoll-Rand’s return on 
equity has been sliding for four years, 
from 27% in 1956 to 17.8% for 1959. 
For the first time, in 1959, Caterpillar, 
Clark and Otis all passed Ingersoll- 
Rand on that key measure of profit- 
ability. 

Crane’s New Skipper 


Neither making excuses nor drift- 
ing last year was Chicago’s Crane Co. 
Crane picked up speed by getting a 
new skipper. Valve-and-plumbing 
maker Crane Co. over a five year 


period had about the sorriest per- 
formance on the 13-company list: an 
average equity return of only 4.6%, 
which by 1958 had drizzled out to a 
mere 2.9%. 

Last April, Thomas M. Evans, who 
also bosses H.K. Porter Co., moved in 
as Crane’s chairman to protect his 
own big stock interest. Evans was 
well aware of one fact: a capital 
goods producer may not be able to 
stimulate his total market, but he can 
do a great deal about efficiency and 
about choosing his markets. He 
slashed costs with an axe, closed down 
a full third of the company’s sale 


offices, shuffled the whole management ' 


echelon. 

Evans’ jettisoning didn’t attract 
more immediate business—sales for 
the year ran a shade under the $336.2 
million of 1958. But the profitability 
swell was far stronger. At the end 
of the third quarter net had more than 
doubled, from $1.7 million the year 
before to $4.8 million. Still not very 
big, as Evans himself was the first to 
admit, but evidence all the same of 
1959’s_ sharpest turnaround in the 
capital goods field. 


Worthington’s Woes 


Crane, it is true, had the economic 
currents running its way—at least un- 
til the fourth quarter when the steel 
strike slowed construction. But so did 
Walter H. Feldmann, president of 
pump and compressor-making Worth- 
ington Corp. Yet in 1959, when most 
other air-conditioner makers were 
crowing that “air conditioning has fi- 
nally broken through,” Worthington’s 
indicated net, at $3.75 per share, was 
some 21% below 1958’s $4.76, and 1958 
wes the worst showing in a decade. 

Feldmann complained that lower 
demand from oil, chemical, utility and 
marine customers’ pumps had more 
than counteracted any improvement 
in refrigeration. The fact remained 
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that Worthington’s stockholders had 
little cause to cheer. 


Tricky Currents 


But it was Babcock & Wilcox and 
Combustion Engineering that were 
beset by some of the trickiest currents 
of 1959. Of the two big suppliers of 
steam generating equipment to the 
utility industry, Babcock & Wilcox 


. seemed to do the better job of riding 


them out. 

For the five years ended in 1958, 
Combustion Engineering clearly put 
on the flashier performance: its sales 
were up 113% to B&W’s 19.7%. Earn- 
ings improvement was less spectacu- 
lar, up only 15.2%, but still far better 
than B&W's 5.4% decline. 

During 1959, however, the side ed- 
dies forced a reversal in form. De- 
liveries of steam equipment were off 
for both. Yet Combustion’s estimated 
net for the year was off around 12% 
from the latest three-year average, 
while B&W’s actually rose 11.8%. 
Under normal conditions, about a 
quarter of B&W’s business is tubular 
products, with higher profit margins 
than its generating equipment. Last 
year, increased demand for tubular 
goods didn’t entirely offset the full 
volume drop on the big boilers, but 
more than made up the loss of profits. 
Combustion too picked up additional 
volume on its sidelines: pulverizers, 
chemical equipment for pulp, nuclear 
reactors. But these carry lower mar- 
gins than the generating lines and 
profits slipped as the mix shifted. 


Rough Water Ahead? 


So it was last year that the currents 
were varied in the mainstream of 
capital goods. Some ran fast, some 
sluggish, some mixed. But that is 
normal in the capital goods busi- 
ness. 

Managements which did poorly last 
year could, of course, blame it on the 
currents. They could always do that. 
But excuses were hardly helpful. The 
fact is that the economic currents are 
likely to become even more mixed in 
the years ahead. From World War II 
until 1957, capital goods output in- 
creased at the rate of about 7% a yeur 
in constant dollars. Thus there has 
been plenty of business around for 
everybody. But now the indications 
are that for the next decade the 
growth rate will drop to around 4%. 

A 4% growth rate will still leave 
considerable opportunity. At least it 
will for those capital goods makers 
who are quick enough to sense shift- 
ing currents and smart enough to take 
advantage of them. But it seems al- 
most equally certain that some com- 
panies are likely to be badly hurt. 
Chances are it will be those who are 
content to drift with the current. 
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TEXTILES 


BACK IN FASHION? 


For the long-tattered textile industry, 1959 was the 
first really prosperous year since 1951. How much 
was just luck and how much good management? 


TEXTILE weavers and their allies, the 
fiber makers, will remember 1959 
gratefully as the fat year that came 
after many lean ones. Industry profits, 
depressed since 1951-52, soared to an 
estimated $475 million from just $212 
million the year before. 

No matter how you looked at it, 
1959 was a fine year. Total U.S. con- 
sumption of textile fibers had been 
5.98 billion pounds in 1958. Last year 
it rose to an estimated 6.75 billion 
pounds. Prices, long depressed by a 
combination of domestic overproduc- 
tion and foreign competition, showed 
enough strength (see chart, p. 61) to 
knit up the raveled sleeve of profits. 
For instance, M. Lowenstein & Sons all 
but trebled the 57c a share it earned 
in 1958. Beaunit Mills, in the first 
half of fiscal 1959-60, earned $1.81, 
compared with 49c the previous year. 
Textile shares finally came to life, 
put on one of the year’s best perfor- 
mances on the Big Board. 

Was it just luck? Or could man- 
agement claim some of the credit? 
Burlington Industries’ Chairman J. 
Spencer Love was quick to claim that 
good management had been instru- 
mental in turning the trick, predicted 
flatly that the old price-cutting, 
throat-cutting days were over. But 
then Love has always been optimistic 
about management’s ability to turn 
the tide—and his optimism has usu- 
ally been followed by another fall in 
prices and profits. More sober—and 
more authoritative and almost as re- 
assuring—was the measured judge- 
ment of American Viscose’s Chairman 
Frank Reichel. “The industry,” said 
he, “has better internal control now. 
Business may fall off 10% or 20%, but 
I don’t see boom and bust continuing 
to the same extent.” 


Cone’s Doubts 


Cone Mills’ President Ceasar Cone, 
on the other hand, didn’t seem to think 
that management had really solved the 
industry’s basic problems. “Let’s face 
it,” said he. “Textiles are at the bottom 
of the heap. They were doing a lot 
better in 1959, but nothing to brag 
about. They can’t even afford to pay 
decent wages.” Cone felt that foreign 
competition was too strong for the 
US. textile industry to handle without 
more tariff and quota protection than 
it now has. 

Cone certainly had a point. Foreign 
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competition was indeed a serious prob- 
lem. The textile industry had spent 
millions moving its plants to lower 
wage, non-unionized southern plants. 
But it was still paying average wages 
of $1.59 an hour compared to 22.9c 
in Japan, 12.8c in Hong Kong and 
around 48c-60c in such competing 
European nations as Italy and Britain. 
And to make matters worse, the U.S. 
Government was selling subsidized 
U.S. cotton to competitors at about 8c 
a pound less than U.S. textilemen had 
to pay. 

Yet foreign competition was not the 
only problem. There was no doubt 
that many of the textilemen’s long- 
standing woes were their own fault. 
The industry was long notorious for 
poor inventory control and a tendency 
to drown any improvement in demand 
in a flood of overproduction. It had 
lagged behind other industries in re- 
search. It was guilty of failing to put 
its massive assets to profitable use. 
Insofar as they had made progress 
against these basic problems—and 
only so far—could management right- 
ly claim credit for last year’s pickup. 


The Big Three 


Of the Big Three, none could claim 
more credit than shrewd Jacob Walter 
Schwab, president of $415-million 
(sales) United Merchants & Manu- 
facturers. United Merchants had 
earned on average a solid (for tex- 
tiles) 9.4% on its shareholders’ capital 


better 
than 


over the past five years, 34% 
than Burlington’s 7%, more 
double J.P. Stevens’ 4%. 

It was true, of course, that Burling- 
ton’s Love could certainly cite an 
impressive showing for 1959 as evi- 
dence on his part of good management. 
Burlington had pushed its sales from 
$651.5 million in 1958 to $805.4 million 
last year and its profits from under 
$12 million to nearly $28 million. Re- 
markable enough. But Burlington’s 
long-term trend was a good deal less 
reassuring than United Merchants’. 
In the five years before 1959, Burling- 
ton had never earned as much as 8% 
on its shareholders’ investment, and 
over 7% only once. 

Burlington’s woes reminded a well- 
known banker of what Napoleon once 
grumbled about Spain: it was a coun- 
try where small armies got beaten and 
large armies starved. The banker felt 
that rather neatly described the tex- 
tile industry: the small couldn’t com- 
pete and the giants couldn't earn 
enough to support their sprawling 
capital structures. The analogy had a 
certain aptness. Faced with this di- 
lemma, Spencer Love (and Stevens’ 
President Robert Stevens too) appar- 
ently had decided to risk starving. 

Both expanded enthusiastically. 
Spencer Love, in particular, reminded 
Wall Street of the young gallant who 
“leapt onto his horse and galloped 
off in all directions.” He displayed a 
positively magpie acquisitiveness, 
picking up here a woolen mill, there a 
stocking factory (last year: Adler Co., 
woolen hosiery; Charm Tred Mills, 
tufted rugs), apparently at random. 
As a result he often found himself 
competing with his own customers. 

His thought seems to have been: If 
sales go up, can net be far behind? 
Unfortunately it could. Though he 
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FABRICS 
Burlington 18.3% 
J. P. Stevens 3.0 
United Merchants & Mfrs. 6.7 
M. Lowenstein 7.1 
Cannon Miils 1.0 
Cone Mills declined 
Dan River Mills 14.9 
FIBER PULP 
Celanese 
American Viscose 
Rayonier 
Beaunit Mills 
American Enka 
Industrial Rayon 
*1959 Fiscal Year. 
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had established Burlington as the 
single biggest outfit in the industry 
(4%-5% of industry sales), up to last 
year he had done well to earn 6.5% 
on stockholders’ equity. 

To finance his acquisitions, Love had 
to borrow heavily. True, he borrowed 
fairly shrewdly (only $5.3 million in- 
terest on $147 million debt). But he 
also saddled Burlington stockholders 
with two issues of convertible deb- 
entures. These, last year, posed the 
threat of dilution of his equity and 
earnings just at the moment when 
profits were finally picking up. In 
fact, Burlington’s growing prosperity 
made this threat a reality, and conver- 
sions brought down an earnings fig- 
ure of $3.03 a share on the average 
number of outstanding shares to an 
actual year-end figure of $2.71. 


High Costs, Low Profits 


All in all, Wall Street still doubted 
whether Love had entirely succeeded 
in coordinating his far-flung proper- 
ties (115 plants in the U.S.; 8 abroad). 
Moreover, there was serious doubt 
whether Love had used his vast capi- 
tal resouces to maximum advantage. 
He had deliberately poured his ex- 
pansion money into textile manufac- 
turing. Canny Jacob Schwab, on the 
other hand, put his seed capital into an 
entirely new line of business. He 
boldly expanded United Merchants’ 
chain of Robert Hall self-service retail 
stores, emphasized tricky advertising 
and low-priced merchandise. Result: 
United Merchants showed fairly good 
profits in bad years as well as good. 

Schwab’s expansion was clearly the 
more profitable. While Burlington was 


60 


even involved 


on taath a 


declined 
14 

declined 
20.9 


15.1 
declined 
declit.ed 
declined 
declined 
declined 
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4.0 
9.4 
6.9 
8.8 
3.7 
6.1 


8.1 
5.5 
13.3 
8.5 
5.1 
5.6 


12.4 
25.7 
18.3 
12.8 
10.4 


getting only $4.40 in sales for every 
$1 worth of capital invested in plant, 
United Merchants was getting a fat 
$7.50. United Merchants was making 
more money on each sales dollar, too. 
Over the five years 1955-59 Schwab 
has averaged 3.6c in net to Love’s 
2.6c. So not only were each of 
Schwab’s added sales dollars cheaper 
to get in terms of capital costs, they 
were more profitable besides. 

Much the same criticisms applied to 
Stevens’ Robert Stevens as to Love. 
An admirable tactician, Stevens has 
proved himself adept at acquiring sub- 
sidiaries with large tax losses (e.g., 
Forstmann Woolen Co.), but as a 
strategist he has seemed to be at a 
loss himself as how best to earn the 
profits to take advantage of them. 
Since 1953 Stevens’ operating income 
had averaged only 7c of every sales 
dollar, and only 2.2c reached net, 
about half Cannoni’s 13c and 5.4c. 

Stevens has, however, shown him- 
self alert to research opportunities. 
Stevens and Kimberly-Clark formed 
a joint subsidiary (Kimberly-Stev- 
ens) to make non-woven fabrics. 
Fiber and textile men all agree that 
non-woven fabrics are the coming 
thing, one reason being that they are 
far cheaper to make. But no one as 
yet has been very specific as to what 
uses such fabrics might be put. Mean- 
while, non-woven fabrics did nothing 
for Stevens’ threadbare profit mar- 
gins. 


Lowenstein’s Fat Order Book 


eon Lowenstein’s M. Lowenstein 
& Sons, a big but not sprawling 
specialist in cotton goods, has carefully 
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avoided the kind of grab-bag expan- 
sionism that Love and Stevens have 
pursued. Stevens and Burlington have 
gone into cottons, woolens, synthetic 
fibers and even into plastics. Lowen- | 
stein stuck largely to cotton, which he 
spins into yarn, weaves into cloth and 
converts into finished goods. 

Lowenstein’s was the one manage 
ment that, having decided that faulty 
control was the cause of textiles’ ills, 
tried to find a remedy. Chairman Don 
Tansill spent $5 million (a huge sum 
for a weaver) in 1958 scrapping in- 
efficient plants and consolidating the 
rest. He also installed electronic ac- 
counting. Since profitability in textiles 
depends so vitally on inventory con- 
trol, and inventory control on rapid 
and exact information, the spending 
was thoroughly justified. As a result 
of Tansill’s pruning, Lowenstein’s 
nine-month sales showed little ad- 
vance over 1958, but profits rose from 
42c to $1.07 a share. 

‘This was the more commendable, 
since greige (i.e., unfinished cloth) 
prices advanced faster than prices on 
finished goods. Thus Lowenstein, 
which produces only 50% of its own 
greige goods, had its margins squeezed. 
“We’ve worked really hard for two 
years to trim costs,” said Tansill with 
satisfaction, surveying, in addition, 
Lowenstein’s fattest order book in its 
70-year history. 


The Small Armies 


If two of the Big Three were 
suffering from fiscal malnutrition, to 
paraphrase Napoleon, most of the 
smaller textile companies were hard- 
pressed on the competitive battlefield. 
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That was true even of Cannon Mills, 
traditionally the most profitable of 
the smaller firms. 

By sticking to its towels (50% of 
sales) and sheets (25%), Cannon Mills 
has earned 8% on its capital in even 
the very worst years, second in the 
industry only to United Merchants. 
Indeed Cannon’s inventory turnover 
(hence inventory control) in the last 
five years was the best in the industry. 
So was its operating margin, 13% of 
sales, against Dan River’s 11%. 

On the other hand, no one could 
claim that Cannon was very enterpris- 
ing or showed much growth. Market 
concentration may preclude expansion 
—Cannon accounts for over half of 
all towel sales. But last year patri- 
archal President Charles Cannon made 
a serious error of judgment. He al- 
lowed himself to be caught with 
heavy stocks of cotton when the price 
fell. Result: Cannon’s first-half net 
dropped from 1958’s $4.9 million to 
$2.6 million, and it was all Cannon 
could do for the whole year to reach 
1958’s $5.31 a share. 


Slow Switchover 


If Cannon illustrated the some- 
times happy fruits of specialization for 
a small company, Cone showed its dan- 
gers. Cone’s specialty used to be den- 
ims and corduroys for work clothes, 
But its market among the so-called 
blue collar worker declined. Forced 
to change horses in midstream, Cone 
tried soft filled sheeting but couldn’t 
compete with imports from Hong 
Kong. In face of this emergency, Cone 
was slow to find new markets. A 
cobbler cannot stick to his last when 
everyone is running barefoot. 

Dan River Mills, though concentrat- 
ing on cotton goods, showed a broader 
outlook than Cannon or Cone. If not 
yet particularly profitable, Dan River 
evinced plenty of enterprise. Its spe- 
cialty was and is colored yarn, but it 
has moved out of wornen’s wear (from 
75% to 25% of colored yarn sales) 
into sportswear (now 50%), where 
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Here, expressed os simply as pos- 
sible, is the story behind the 
troubles and subsequent recovery 
of the textile industry: After 1950, 
textile prices actually declined at a 
time when costs were rising. Result: 
squeezed earnings ... 








onesie ‘ 
... but last year, general prices 
levelled off but textile prices rose 
slightly. Result: greatly improved 





profits. 
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margins are broader and fashions less 
capricious. 

Dan River has also expanded into 
factoring, and into greige goods. These 
acquisitions last year contributed 40% 
of sales but so diluted Dan River's 
equity that shareholders have had 
little to show for them in the way of 
earnings per share. 

But President William Erwin was 
certainly trying. Significantly, ex- 
cluding United Merchants’ Robert Hall 
stores, Dan River spent a larger pro- 
portion of its sales dollar on advertis- 
ing than any company except Cannon. 
“We wish our competitors would ad- 
vertise more,” said Erwin. “If Ameri- 
cans could be persuaded to spend one 
cent more on clothes in every dollar of 
income, most of the industry’s prob- 
lems would be solved.” Last year, in 
the midst of the general upturn, Erwin 
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made some commendable progress. 
Sales rose 8% to $175 million, net 17% 
to around $1.45 a share. 


Good Fortune Well-Earned 


Four of the five companies that 
make fibers and yarns out of cellulose 
wood pulp found 1959 as friendly as 
the weavers did—and as welcome a 
change from the immediate past. Cel- 
anese Corp., and to a lesser degree 
American Viscose, saw some of the 
money they had spent in recent years 
to diversify come home at last 
Beaunit Mills and American Enka 
prospered from sales of Tyrex, the 
new rayon tire cord. The fiber makers, 
perhaps more than the weavers, had 
earned their good fortune by research 
and carefully thought-out diversifica- 
tion. Industrial Rayon, one-time blue 
chip of the fiber makers, was the ex- 
ception that proved the rule. Having 
been content to sit on its cash and 
watch the grass grow, it barely 
squeaked into the black last year 

In the late Forties and early Fifties 
the fiber makers had been enjoying 
outstanding prosperity, marked by 
30% profit margins. Then the textile 
slump hit them. In quick succession 
came two other blows: foreign imports 
and the invasion by nylon of their No 
Two market, tire cord. 

To their credit, they all tried to 
diversify away from textiles, to move 
into fields where imports couldn't fol- 
low, to find a tire yarn to battle 
nylon. But, to their discredit, they 
were more than a little tardy. 


All This & Missiles, Too 


The outstanding effort was made by 
Celanese Corp. Since it made acetate, 
not viscose rayon, Celanese did not 
even have tire cord to sustain it, and 
felt the textile slump first and worst. 
President Harold Blancke’s reaction 
was to turn Celanese towards chemi- 
cals and plastics, spending lavishly to 
do so. By last year, plastics and 
chemicals made up 35% of Celanese’s 


sales, and Celanese’s chemists were 
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even involved in rocket fuels and 
missiles. 

Financially this policy was outstand- 
ingly successful. Celanese’s cash flow 
averaged well over 22% of equity in 
the five years since 1954. Net in 1959’s 
first nine months was $15.8 million, 
compared with $10.1 million in 1958, in 
itself a good year for Celanese. Nor 
did this include the earnings of Cel- 
anese’s foreign subsidiaries. Celanese 
has over $100 million invested in 
them, and the two main ones, in 
Canada (pulp and petro-chemicals- 
plastics), seemed about to pay off. 

American Viscose’s Frank Reichel 
also spent heavily to get into new 
markets. But he used a slightly dif- 
ferent method. Reichel’s specialty: 
partnerships with other big companies. 
He set up three. The first was Ketchi- 
kan Pulp with Puget Sound Pulp & 
Timber, to supply his raw material. 
Then he formed Chemstrand Corp. 
with Monsanto Chemical to make 
Acrilan and nylon, thus putting his 
company into synthetic (as opposed to 
cellulose) fibers. Last year he formed 
AviSun with Sun Oil, to make poly- 
propylene wrapping film. 


It worked. Avisco’s total net last ’ 
year, about $5.75 a share, approached ° 


that of the good old days. Some $3 of 
that was Avisco’s share of its asso- 
ciate companies’ profits. 


Competing With Yourself 


One of Reichel’s many principles is 
never to compete with a customer 
(another: keep Viscose out of debt). 
Beaunit’s Chairman Israel Rogosin, in 
contrast, will compete with everyone, 
including, on occasion, himself. Where 
Celanese and Viscose tried to lessen 
their dependence on textiles, Beaunit 
embraced them feverishly. Fabrics last 


NEW LEASE ON LIFE 


For textile stocks, 1959 was a good 
year. After sitting out most of the bull 
market they came fo life in response 
to last year’s improved prospects, 
easily outperformed the market as 
a whole. 
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SPOOLS OF YARN: 
a new fiscal fabric? 


year accounted for 45% of Beaunit’s 
sales, compared with some 20% in 
1955. Rogosin competed with the 
weavers who bought his yarn, while 
his garment division competed with 
apparel makers who bought his fabrics. 
Early this year Rogosin will start 
making nylon tire cord to compete 
with his own rayon Tyrex. Said he: 
“One way or the other, I'll stay in 
the race.” 

Rogosin’s willingness to make a 
quick buck wherever he saw one has 
proved relatively profitable for Beau- 
nit. “Net in fiscal 1960 should reach 
$3.50 a share, up from $1.38 in fiscal 
1959,” said Rogosin. “And if I can’t 
make $3.50 every year, I'll still make 
$2,” he added. 


Grasshopper & Ant 


The fortunes of American Enka and 
Industrial Rayon make an almost 
Aesopian contrast—the grasshopper 
and the ant. Both are smallish com- 
panies heavily in rayon tire cord. 
Enka is controlled by AKU of the 
Netherlands, Industrial Rayon is 21% 
owned by M.A. Hanna Co. 

Industrial Rayon has had large cash 
reserves and a strong position with 
tire and automakers. But in recent 
years its management has made about 
every mistake in the book. Enka 
ventured boldly into rayon staple, 
nylon and, last year, into plastic 
covered cable. From 1954-58 Enka’s 
capital spending came to $45 million. 
Industrial Rayon spent only $18 mil- 
lion. Enka’s President William G. 
Brady Jr. set his research chemists to 
work at full pressure on Tryex. In- 
dustrial Rayon dragged its heels. 

Industrial Rayon paid a heavy price 
for its sluggishness. Its sales fell from 
$84 million in 1955 to $48 million in 
1958, when it ran $3 million into the 
red. Enka’s earnings fell off too dur- 


ing those years, but sales at least kept 
buoyant around $70-million. 

Last year Enka operated at capacity. 
Its sales jumped the $100 million 
mark, net passed $6 million. Industri- 
al’s estimated sales lagged under $70 
million, net under $1.5 million. 


Cellulose, Anyone? 


Rayonier was another company with 
its share of management troubles last 
year. Just as the fiber makers supply 
the weavers, so the pulp companies 
supply the fiber makers with their 
raw material. Some three years ago 
the pulpmakers found themselves hit 
by the weavers’ old complaint: over- 
production caused by too much ca- 
pacity, a disease that is now endemic. 

Thus, Rayonier, largest maker of 
chemical cellulose in the world, oper- 
ated throughout 1959 at a bare two 
thirds of capacity. All the same, it had 
its third-best year. Earnings jumped 
from 65c in 1958 (operating only at 
52% capacity) to $2.44 a share, back to 
within hailing distance of the $2.65 in 
golden 1956. This recovery reflected 
much credit on President (since Au- 
gust 1958) Russell Erickson. 

Erickson’s basic position, however, 
was a strong one: Rayonier owns 
vast reserves of cheap timber. Until 
recently, most of it was used to make 
cellulose for sale to rayon makers. 
But they are increasingly making 
their own. So now Erickson must 
find new markets for his valuable 
holdings. Said he: “We won’t go into 
rayon. There’s too much of that. But 
there’s paper end products.” Still, as 
1959 amply demonstrated, Rayonier 
will not starve while looking for 
markets. 


r———HALF WAY UP———— 


Profits of the weavers and fiber 
makers took a big step forward in 
1959. But they have a long climb 
before they return to the golden 
levels of a decade ago. 


-—— Earnings per share——, 
1948* 


Burlington $5.32 
J.P. Stevens 7.94 
United Merchants 4.65 
M. Lowenstein 5.30 
Cannon Mills 12.59 
Cone Mills 4.87 
Dan River Mills 4.96 


1958 


$1.21 
2.60 
1.20 
0.57 
5.31 
0.81 
1.24 


1959 
(estimated) 
$2.71 
4.25 
2.08 
1.75 
5.30 
1.40 
1.45 


Company 


1950* 
Celanese $5.11 
American Viscose 6.26 


1958 


$1.64 
1.36 
2.83+ 
0.65 
1.38 


(estimated) 
$2.50 
3.35 
5.75t 
2.44 
3.35 
4.55 


1.92 
5.35 
6.23 1.48 
6.36 (1.65)d. 0.75 


*Peak year: for industry earnings. tincluding 
equity in earnings of associate companies. 


Rayonier 
Beaunit 
American Enka 
Industrial Rayon 
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NEWS ON TEXACO PROGRESS 


The gusher 


that brought in 


00,000,000 


Cars 


YESTERDAY. When, in 1901, a great gusher blew in at Spindletop 
— spouting its black geyser against the South Texas sky — the whole 
world learned for the first time that it could have petroleum in 
abundance. And it was at the Spindletop field that Texaco came into 
being — to obtain and market Spindletop oil. 


TODAY. America’s millions of motor cars have only been made possible 


by the petroleum industry's high production of oil. Today, Texaco is the 
largest producer of domestic crude oil. Its integrated operations are TEX ACO 
worldwide in scope. And its laboratories are investigating not only petro- 

leum’s valuable energy, but also atomic energy. By keeping in step with 

the future . . . Texaco continues to grow. 
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Above are sketches of a few of the new industrial plants erected in New Jersey during 1959. 


Industrial growth during the year 1959 was healthy in the New Jersey 

‘area served by Public Service Electric and Gas Company. More new 
industries came to New Jersey, at the Crossroads of the East, than dur- 
ing the previous year. The final quarter was particularly successful, and 
there is every indication that industrial progress here will continue during 
the coming months and years. 

Throughout our territory there is visual proof of the growth of in- 
dustry, as well as new commercial centers, new office buildings and new 
residential areas. New, modern, landscaped industrial establishments are 
seen in the Delaware Valley section, as well as in Central and Northeastern 
New Jersey. Shopping centers and housing developments have risen in 
many parts of the area served by Public Service. Urban renewal is taking 
place in many cities. 

The years ahead hold great promise. All of these facts reflect the 
growth of New Jersey, and Public Service is growing along with this great 
state. We are planning and building ahead to meet all demands for our 
services. 


PUBLIC SERVICE ELECTRIC AND GAS COMPANY © NEWARK, N. J. 
Taxpaying Servant of a Great Gate cia 
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NATURAL GAS 





IS PROSPERITY’S VALVE TIGHTENING? 


Gas managements used to have everything working 
for them: abundant gas, cheap money, wide-open 
markets—not to speak of what high leverage 
could do for their virtually assured 6% return. 
But those happy days may be fading into memory. 


“T’ve cot a theory,” a Wall Street un- 
derwriter, noted for his dealings in 
natural gas offerings, confided late 
last year. “I believe that the Federal 
Power Commission has decided that 
the natural gas industry has come to 
maturity. I think it has concluded that 
the gas companies no longer require 
the breadth of return on investment 
they received back in their fast- 
growth phase.” 


Is the Party Over? 


Even a whisper of that kind is 
enough to turn any gas company 
executive’s hair a snowy white, his 
face an apoplectic red. By industry 
standards, it is a subversive idea—the 
kind just not entertained by right- 
minded persons. As yet, even in 
hard-hearted and forthright Wall 
Street, it is not a very common view. 
But it does exist in isolated corners, 
some of them rated as citadels of so- 
phisticated shrewdness. 

Then is the party over for the nat- 
ural gas industry—particularly the 
pipeline carriers? One thing is sure: 
while it lasted, it was quite a party 
indeed. In less than two decades, the 
natural gas industry has risen from a 
virtual standing start to become the 
US.’ fifth-ranking industry. 

In just a single decade, gas pipe- 
lines and distributing companies in- 
creased their number of customers 
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40% to 32 million (in 1958), doubled 
their sales to 80 billion therms, tripled 
their revenues to $4.6 billion. And 
for utilities, their earnings were spec- 
tacular: a whopping $692 million, for 
a tidy 10% return on net worth. 


Which Prophecy? 


Nobody expects that sort of rollick- 
ing growth to continue indefinitely. 
As the American Gas Association’s 
President J. Theodore Wolfe put it 
last year: “Since World War II, nat- 
ural gas has swept the country to 
such an extent that there is very 
little of the country left for it to 
sweep. .. . One cannot expect a rate 
of growth in the future matching the 
rate of the past ten years.” 

That concession made, however, the’ 
official industry view still postulates 
tremendous continued growth. To be 
sure, the AGA is wont to extend its 
trend lines right off its charts, up the 
wall and through the ceiling. By 
1970, it predicts, the industry will 
have increased its customers another 
38% to 44 million, its sales 93% to 
154 billion therms and its revenues 
135% to $10.7 billion. 

That’s one prophecy; there is an- 
other. Its gist is this: that the basic 
economics of the industry have 
changed, particularly for the pipeline 
carriers. Gas used to be cheap; it is 
growing dearer. So is debt money, 


“HILLS: 
below, a rising cost floor; above, a regulatory ceiling 


the backbone of pipeliner’s capitaliza- 
tions. Markets, while far from sat- 
urated, are no longer virgin. All that 
puts a squeeze on pipeline earnings, 
compressed between a rising floor of 
costs and a fixed ceiling of regulated 
return on investment (averaging just 


above 6%). 
Yesterday & After 


Everyone expects the floor to keep 

right on rising, particularly in respect 
to gas costs at wellhead. Some in- 
dustry leaders hope the ceiling will 
rise too. Pipelines like Panhandle 
Eastern and Tennessee Gas Transmis- 
sion have besieged the Federal Power 
Commission for a 7% or better return 
on investment. Says Texas Gas Trans- 
mission’s President William Elmer: 
“I am confident that we will see, dur- 
ing the next 12 months, a break- 
through on the part of the FPC as to 
the rate of return allowed the long- 
line companies.” 
_ That’s where our Wall Street skep- 
tic comes in. He rates the probabili- 
ties otherwise. If he is right, the 
consequences could be drastic—a 
revolution in gas industry economics. 
Says one like-minded Cassandra: 
“Changing economics of the industry 
have already had a very considerable 
impact on profitability. Now there is 
the very real likelihood that regula- 
tory decisions will further tighten the 
valve on gas company earnings.” 
Predicts another skeptic: “The pros- 
pects are that the gas industry will 
come to look less like the well- 
endowed oils and more like the regu- 
lated electric utilities.” 


The Essential Stimulus 


Even these skeptics concede that 
the gas industry will continue to 
grow. The issue is: how fast, and 
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COMPANY 





PIPELINES 
El Pase Nat. Gas 
Tennessee Gas 
Texas Eastern 
Transcon. Gas 
Northern Natural Gas 
Southern Natural 
Panhandle Eastern 
Texas Gas Trans. 

INTEGRATED 
Columbia Gas System 
United Gas Corp. 
American Natural Gas 
Consol. Nat. Gas 
Peoples Gas 
Lone Star Gas 

DISTRIBUTOR 
Pacific Lighting 
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10.1 
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how profitably? As our underwriter 
expresses it, “Profit is the essential 
stimulus of growth. In the industry’s 
great growth stages, the public’s ap- 
petite for gas issues was endless be- 
cause the economics of that growth 
were magnificent. They are not quite 
so magnificent now.” 

Significantly, there is one important 
statistic the gas companies don’t say 
too much about these days. That is 
net profit. Thanks to the leverage of 
their heavy debt capitalizations, in 
former years the fast-expanding gas 
firms reported earnings on equity that 
made heady reading. Then things got 
out of kilter. El Paso, for example, 
which earned 14.7% on equity in 
1953, earned 11.4% in 1958. Southern 
Natural Gas, which earned 16% six 
years ago, earned 10.7% in 1958. 

What happened was simple. Costs, 
particularly for gas at wellhead, rose 
strongly. But regulation made it 
difficult to pass these costs along. The 
result: pinched and uncertain profits. 


The Watchdogs 


Regulation and ratemaking have 
thus become the big determinants of 
gas company earnings. But the fact 
is that nobody really knows where 
he stands. Admits a_ regulatory 
agency official: “Even the most well- 
educated lawyers, accountants and 
engineers——unless they are actively 
engaged in the public utility field— 
haven’t the slightest conception of the 
elements that must be considered in 
arriving at a fair and equitable rate 
of return to a utility.” 
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All of the gas companies in this 
series are subject to regulation— 
either by the FPC, watchdog over gas 
sales in interstate commerce, or by 
the state public service commissions, 
which operate on the local level, or 
both. Most affecting the pipelines are 
FPC controls. The integrated com- 
panies, while pipeline operators, are 
heavily weighted on the distribu- 
tion side, and thus, are more depend- 
ent on state commission rulings. 

What has complicated the picture 
most recently has been the soaring 
price of gas at the wellhead. With 
demand for gas increasing and with 
pipelines battling for every cubic foot 
available, the gas producers have 
been able to get bigger and bigger 
prices. The FPC has allowed the 
pipelines to recoup some of these 
costs by approving tentative rate in- 
creases subject to refund. Since the 
state commissions are closer to the 
consumer, however, they have fre- 
quently balked. As a result, the dis- 
tributors and integrated companies 
have been left well out on the end of 
a limb, victims of a cost squeeze and 
“regulatory lag.” 


The New Dispensation 


Last year, however, there were 
more than a few signs that this up- 
ward spiral may soon be broken. In 
the CATCO case (involving a multi- 
company venture into offshore Lou- 
isiana gas fields), the Supreme Court 
ruled that the steadily climbing price 
of gas was a matter of grave public 
concern. The high court chastened 
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the FPC for approving gas contracts 
involving ever higher prices. 

It did not take the FPC long to get 
the drift, and within succeeding 
months the commission gave the 
price-rise valve several long-needed 
tightening twists. In a five-year-old 
rate case, the FPC did allow El Paso 
Natural Gas to retain some $14.5 
million in bonded collections. But 
that was a big $4.3 million a year less 
than El Paso had asked for. The 
commission also gave the go-ahead 
for construction of the Transwestern 
Pipeline, a proposed new artery from 
Texas to California, but added some 
strings. Both gas prices paid to pro- 
ducers and the rate of return were 
sharply reduced. 

These decisions, indicating a new 
effort on the part of the FPC to hold 
down the price of gas and restrain 
pipeline rate increases, could hardly 
be expected to make gas distributors 
unhappy. Meanwhile at the other end 
of things, state commissions here and 
there were showing more liberality. 
One important beneficiary: Peoples 
Gas Light & Coke Co., a Chicago- 
based company which has had a 
listless and relatively uninspired past. 
During the 12 months ended in Sep- 
tember, Peoples Gas reported a 33.8% 
gain in net profit, biggest increase 
among the top 15 gas outfits. 


Blues for Borrowers 


Stable gas prices would be all to 
the good. But the gas industry faces 
still another unalleviated cost prob- 
lem. Several years ago, they could 
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... a hand in things to come 


Shaping another sun 


7000 degrees . . . an inferno approaching that of the sun’s surface Learn about the exciting work 

has been created by the scientists of Union Carbide. The energy comes from gntng.en new in cartons, chem- 

: " : icals, gases, metals, plastics, and 

the intensely hot carbon arc. Through the use of mirrors, the heat is reflected nuclear energy. Write for “‘ Prod- 

to form a single burning image of the electric arc at a convenient point. re —_ P +r of Booklet I, 

a . ee " nion Carbide Corporation, 30 

Called the arc-image furnace, it extends the limits of high-temperature E. 42nd St., New York 17, N.Y. 

research on new materials for the space age. In Canada, Union Carbide 
Cunada Limited, Toronto. 


For years, mammoth carbon and graphite electrodes have fired 
blazing electric furnaces to capture many of today’s metals from their ores 
and to produce the finest steels. But, in addition to extreme heat, the carbon 
arc produces a dazzling light that rivals the sun. In motion picture projectors, 
its brilliant beam floods panoramic movie screens with every vivid detail 
from a film no larger than a postage stamp. 


The carbon arc is only one of many useful things made from 
the basic element, carbon. The people of Union Carbide will carry on their 
research to develop even better ways for carbon to serve everyone. in things to come 
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borrow at 342%, count on a 6% re- Pioneers! O Pioneers! 


would you answer? 


People scoffed when the explorer, Shackleton, placed this ad in a 
London newspaper. Who would answer? Thousands did! Risking life in the Antarctic 


or facing a thorny problem in industry, man always responds to challenge. 


Natural gas, for example lay idle under the earth. How could it be put to work? 
This challenge created the long distance pipeline. Today, through our 11,000-mile system, 
18 key states are supplied with the world’s finest fuel. Natural gas! 


More than 2 billion cubic feet daily... the equivalent of over 100,000 tons of coal. 


Delivered dependably and economically ‘round the clock in any weather. 


From natural gas and oil...heat, power, 
petrochemicals that mean ever wider service to man. 


TENNESSEE GAS TRANSMISSION COMPANY 
HOUSTON, TEXAS 
DIVISIONS: Tennessee Gas Pipeline Company + Tennessee Gos and Oil Company « Bay Petroleum Compony 


SUBSIDIARIES : Midwestern Gas Transmission Compony « East Tennessee Natural Gas Company 
Tennessee Lile Insurance Company * AFFILIATE : Petro-Tex Chemical Corporation 
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borrow at 342%, count on a 6% re- 
turn on their investment. The rise 
in interest rates has changed that. 
Currently,new debt money costs 54% 
or more, while their return on invest- 
ment now runs around 64% or so. 
Obviously, if this scheme of things 
persists, there is not going to be much 
in the way of earnings left over for 
common stockholders in years to 
come. 

Tight money has a double-barreled 
effect on gas companies. As Finan- 
cial Vice President Francis H. Criss- 
man of Columbia Gas System ex- 
presses it: “Since present interest 
costs are substantially higher than 
average cost of outstanding debt, each 
dollar of new debt sold increases our 
over-all costs. Then, because of our 
substantial sinking fund require- 
ments, we are required each year to 
retire existing low interest cost debt 
and replace it with high interest rate 
debt.” 

Until now, gas pipelines could 
afford imprudent cost commitments, 
and many have. For they knew that 
the regulatory agencies, in the name 
of the public interest, would ulti- 
mately pull them over the hump by 
allowing compensatory rate increases. 
Now it appears that the regulators 
are going to be harder to impress. 
Says FPC Commissioner William R. 
Connole: “Constitutionally, pipelines 
are entitled to a reasonable return. 
But it’s significant that no pipeline 
has yet proved just what level of re- 
turn it really needs to compete in 
high-cost money markets.” 





A NEW KIND 
OF GROWTH 


Over the past 11 years, the natural 
gas industry has invaded new 
regions, chalked up sharp increases 
in both physical volume and dollar 
revenues. But now that most major 
markets have been tapped, the gas 
companies expect to show far slow- 
er gains during the years ahead.* 
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Pioneers! O Pioneers! 


So far, tight money has not visibly 
slowed down gas industry expansion. 
Rebounding from the 1958 recession, 
all segments of the industry pressed 
their construction plans forward in 
1959. Meanwhile, the FPC cleared the 
way for several long and bitterly- 
contested new projects. Tennessee 
Gas Transmission’s Chairman Gardi- 
ner Symonds won the right to build 
his Midwestern Gas Transmission 
subsidiary, a two-section system de- 
signed to bring Gulf Coast gas up to 
Chicago, Canadian gas down to cen- 
tral Wisconsin. President Paul Kay- 
ser’s troubled El Paso Natural Gas 
Co., long the sole pipeline supplying 
Pacific Lighting and other California 
utilities, picked up a new competitor 
in Transwestern Pipeline, which is 
building pipes parallel to one of El 
Paso’s main lines. 

Down in Dixie, Southern Natural 
Gas’ Chairman Christopher Chenery 
put the finishing touches on his rec- 
ord $100-million expansion program 
begun two years ago, now has 35% 
greater capacity. On the Great 
Plains, Northern Natural Gas’ Presi- 
dent John F. Merriam was in the 
process of hooking 342 new communi- 
ties into his system, including the 
promising Duluth-Superior complex. 
President Clyde McGraw’s new and 
efficient Transcontinental Gas Pipe 
Line announced a $107-million 1960 
construction program to bring more 
Gulf Coast gas into eastern seaboard 
regions and New York City. Even 
such relatively slow-growing com- 
panies as Panhandle Eastern and 
Texas Gas Transmission were in- 
volved in important expansion proj- 
ects. 


Unhappy Returns 


All the major pipelines and distrib- 
utors reported higher sales through 
1959’s third quarter. Earnings gains, 
however, were spotty at best. Of the 
15 top companies, five reported de- 
clines in net profit, five others regis- 
tered profit gains of less proportion 
than the rise in revenues. 

Among the integrateds, only United 
Gas and Columbia Gas System 
showed declining earnings. United’s 
President Ed Parkes, probably some- 
what overzealous in taking on high 
cost gas in his Gulf Coast region, 
was having trouble getting compensa- 
tory rates and reported a nominal 
dip in net profit. Meanwhile, in the 
Appalachian area, Columbia Gas’ 
President George Young had been 
slapped with a big rate increase by 
one of his pipeline suppliers, Tennes- 
see Gas Transmission. His net profit 
was off 5% over the 12 months ended 
in September. Said Young unhappily: 


NATURAL GAS REFINERY: 
more like utilities, less like oils? 


“We may be forced to reduce our 1960 
expansion program drastically.” 

The most severe jolts, however, 
were taken by two pipelines. El] Paso 
Natural Gas’ pioneering Paul Kayser, 
whose much hailed 1956 acquisition 
of Pacific Northwest Pipe Line had 
turned sour, was struggling to keep 
gas deliveries at capacity in the face 
of heavy added costs. The difficulties: 
unseasonably warm weather in Cali- 
fornia, Pacific Northwest's inability to 
build up an adequate customer list. 
During the nine months ended last 
September, El Paso’s net profit 
dropped by more than 11%. 

President Orville Carpenter of 
Houston’s big Texas Eastern Trans- 
mission Corp, has also gotten himself 
into a marketing mess. For years 
Texas Eastern had fought to convert 
its 1,800-mile Little Big Inch pipeline 
to carry petroleum products from the 
Gulf Coast to Chicago and the Ohio 
River Valley region. Having won, it 
now finds it a doubtful victory: the 
Little Big Inch, due to the oil glut and 
resultant low prices, is operating in the 
red. In all, Texas Eastern’s net was 
off 20% during the 12 months ended 
in September, and its near-term out- 
look was none too good. 


Burning Bright 


But for some distributors, just about 
everything seemed to be breaking 
right. That was generally the case in 
the Great Lakes region. American 
Natural Gas, which operates in Detroit 
and Milwaukee, and Peoples Gas 
Light & Coke, in Chicago, brought in 
new supplies of gas, connected up new 
customers by the thousands. Helped 
by higher rates and cold weather in 
the 12 months ended in September, 
American’s net was up 23%, Peoples’ 
33.8%. Observed American’s Presi- 
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SYMONDS 


dent Ralph McElvenny: “We’re oper- 
ating on a good, strong basis right 
now. We just don’t have any serious 
problems.” 

Meanwhile, Robert Miller’s Pacific 
Lighting, a California distributor, 
and James Comerford’s Consolidated 
Natural Gas, a competitor of Colum- 
bia in the Appalachian region, showed 
profits gains of 12.7% and 7.3% over 
the 12 months. Miller would have 
done far better but for unseasonably 
warm weather. 

It is a matter of grievous doubt, 
however, if the pipelines which re- 
ported higher earnings were really 
doing quite as well as they seemed 
to be. It is the FPC’s practice to allow 
pipelines to file for rate increases, 
collect them under bond. These rate 
hikes, and the earnings reported as a 
result of them, however, ere not firm. 
As the FPC’s long-delayed El Paso 
decision evidences, a very large pro- 
portion of such rate increases may 
have to be refunded. 

Wisely or not, several gas transmit- 
ters are now fighting for a 7% return 
on investment. Among them is Wil- 
liam G. Maguire, chairman of Pan- 
handle Eastern Pipe Line, who 
boosted his net a mighty 30.7% (in 
the nine months ended last Septem- 
ber) largely on the strength of tenta- 
tive rate increases. It is anything but 
sure that these earnings will held and 
Maguire’s bold try could prove to be 
too bold, bring the fires of heaven 
down on his head. What is sure is 
that Bill Maguire has a big stake in 
the matter. Previously Panhandle 
Eastern had been allowed only a 
5%4% return—a slender percentage in 
view of today’s high money rates. 

Not all pipeline profits gains have 
been so perilously achieved. Thanks 
to President William Elmer’s skill in 
holding down fixed charges, Texas 
Gas Transmission, a medium-size 
pipeliner in the Mississippi River re- 
gion, hiked its net 22.2% on a smaller 
9.8% revenue rise in the 12 months 
ended in September. And Clyde 
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BJORK 


MeGraw’s fast-growing Transconti- 
nental Gas Pipe Line simply racked 
up a big 25.2% sales increase over the 
same period to pull its profit ahead 
11.4% in spite of rising costs. 


Statistical Showcase 


The cold statistics record to date 
is clear—and disquieting. Virtually 
across the board, earnings gains have 
failed to keep up with sales gains. For 
ten of the top 15 companies, return 
on equity has declined. 

Some companies have dramatically 
bucked this trend. Among them: 
deftly managed Columbia Gas. Yet 
even its phenomenally strong upsurge, 
illustrated by its 18% growth rate 
in earnings over the 1953-58 period, is 
at last losing its steam. Much the 
same is true of Texas Eastern Trans- 
mission, which earned a sharp 15.6% 
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less in 1959 than it had averaged over 
the 1957-59 period. 

Three companies, however—Peoples 
Gas, Panhandle Eastern and Texas 
Gas Transmission—began last year to 
speed ahead after several years of 
relatively slow growth, and they were 
among the leaders in percentage gains 
over average past performance. 

Wherever growth is a necessity, di- 
lution of stockholders’ equity is apt to 
be a fact of life. Some gas firms— 
among them United Gas, Panhandle 
Eastern and Texas Gas Transmission 
—have done well in holding dilution 
in check. Others like El Paso Natural 
Gas and Southern Natural Gas have 
not. In Southern’s case, however, the 
rate of dilution seems likely to be re- 
duced as the new facilities which have 
burdened earnings begin to pay off. 

Easily the most notable over-all 
showing of fiscal strength is that of 
Tennessee Gas Transmission. Under 
the aegis of hard-driving Gardiner 
Symonds, Tennessee Gas has rolled 
up one of the industry’s highest and 
most consistent rates of growth, pro- 
duced a geod return on equity and 
opulent returns on new investment. 
A close runner-up in the general all 
round performance: Transcontinental 
Gas Pipe Line. Among the integrated 
companies, President Lester T. Pot- 
ter’s Lone Star Gas Co. stands out 
despite somewhat laggard growth. 


More Placid Ways? 


If, however, the valve is tightened 
on the gas industry’s prosperity, as 
some outsiders suspect it will be, the 
industry is going to need standout 
managements. The cost-floor prob- 
lem—rising gas prices—may be re- 
solved by a new FPC attitude of re- 
sistance. Many gas executives are 
encouraged to think so. 

But it will be the decisions affecting 
the ceiling—the allowable rate of re- 
turn—that will decide the most im- 
portant issue: the magnitude of future 
earnings. And what will happen there 
is still a big question mark. 
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with magnetic tape 


No matter what kind of data-processing system you now 
have—80-column cards, 90-column cards, metallic tape 
or plastic tape— you can profit from the latest in the new 
generation of UNIvAc Solid-State Computers with higher 
performance, at lower cost than any other system on the 
market. 


The Univac Solid-State Computer meets the demands 
of Business-America with many proved-in-use features 
including: high-processing speeds, large storage capacity, 
600 line-per-minute printing, solid-state design, and auto- 
matic programming. These features enable the multitude 
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of accounting tasks ever present in business data process- 
ing to be accomplished faster, more smoothly and with 
greater economy. 


For information on how you can use the REMINGTON 
RAND Univac Solid-State Computer to cut operating 
costs . . . imcrease customer service, call your local 
Remington Rand office, or write Room 1152, 315 Park 
Avenue South, New York 10, N. Y. 
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CORPORATE SPECIALISTS 





THOSE GOLDEN HOUSEHOLD NAMES 


Talent perhaps more than genius, a remarkable 
staying power and an overpowering will to win. 
Such are the hallmarks of the successful cor po- 
rate specialist. It’s a tough role to fill, but for 
the lucky few the rewards are appropriately high. 


To more than one generation of Amer- 
icans, “Bell” has meant telephones, 
“Kodak” cameras, “Singer” sewing 
machines. More recently the term 
“IBM machines” has been just another 
way of saying electronic brains. To a 
slightly lesser degree “American Ex- 
press” has come to signify foreign 
travel, “John Deere”: farm tractors 
and “Minneapolis-Honeywell” control 
mechanisms. 

These products run the gamut from 
$3 million electronic computers to 
10c rolls of transparent tape. Some 
sell mainly to the consumer, some al- 
most entirely to industrial firms. But 
all these producers have one thing in 
common: they are corporate special- 
ists, masters of their craft. Whatever 
they make, they make themselves 
leaders at, dominating their field to 
such extent that they become identi- 
fied almost as the field itself. Com- 
petitors the corporate specialist may 
have, but his competitor’s lot is rarely 
a happy one. 

Not surprisingly, the successful 
specialist makes more money than al- 
most anybody else. In the 1958 reces- 
sion, for example, the leading spe- 
cialists breezed through as a group 
actually increasing net slightly. And 
when business picked up last year, 
they boosted their net a fat 30% on 
average, far better than the rest of 
U.S. industry. 


Talent, Not Genius 


A high return on capital is another 
hallmark of the specialist breed. 
Three of the thirteen last year earned 
better than 20% on the money their 
stockholders invested in the business. 
One of them, International Business 
Machines Corp., has averaged a cash 
return on its equity (net earnings plus 
depreciation flow) of a fantastic 45%. 

Another hallmark of the successful 
specialist is fast growth. Minnesota 
Mining was plugging along before 
World War II with sales of well under 
$20 million a year; last year its vol- 
ume soared past the $400 million mark. 
Outboard Marine has been approxi- 
mately doubling its sales every five 
years. IBM’s net profit last year was 
roughly equal to its 1948 total sales. 

What makes a specialist so special? 
Probably it is the possession of talent 
rather than genius. IBM, for example, 
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allowed any number of “geniuses” to 
get ahead of it in the manufacture of 
computers. But once President Tom 
Watson saw where computers were 
going, he threw into the battle all the 
technical and merchandising talents 
for which IBM was so famous. Result: 
last year, IBM, a late starter, now had 
over 80% of the total market. 

“IBM,” a competitor sadly declared, 
“is a tough team to beat. When they 
play, they piay to win and not just to 
be another player.” So it is, with all 
true specialists. 


Staying Power 


To be a real specialist, however, you 
must not only get on top but show the 
staying power to remain on top. Min- 
nesota Mining began as nothing more 
than a midwestern (St. Paul) manu- 
facturer of sandpaper. But it learned 
the art of “coating” so well that it 
became the U.S.’ leader at it, moving 
into such other “coated” products as 
pressure sensitive tape. 

Yet Chairman William L. McKnight 
and President Herbert P. Buetow 
never relied simply on “firstness.” 
Though they rode patents hard, they 
also learned a lot about marketing. 
Original patents on Scotch tape ran 
out in 1957, and Wall Street won- 
dered what would happen then to 
3M’s dominance of the field. Nothing 
did. Buetow went right on holding 


CHECKING MISSILE PARTS: 
what makes it special 


the lion’s share of that business. More- 
over, some of its more recent products 
—for instance, video tape and Thermo- 
fax duplicating machines had no par- 
ticular patent protection, faced heavy 
competition with similar products 
from, among others, Ampex Corp. and 
Eastman Kodak. But 3M managed 
to keep a lead even over such rivals. 


Going Astray? 


Since being on top was one of the 
marks of the specialist, more than a 
few eyebrows were raised at Minne- 
apolis-Honeywell’s venture into com- 
puters. Long the leading specialist 
in temperature controls and related 
industrial controls, M-H seemed to be 
getting into strange territory. 

Was President Paul B. Wishart vi- 
olating a major precept of the success- 
ful specialist? Now it was bucking 
IBM, not to mention the Remington 
Rand division of Sperry Rand and 
many others. IBM, Remington Rand, 
and Burroughs among them had 95% 
of the market, technical competence at 
least equal to M-H’s and established 
selling and servicing organizations for 
the computer market that Minne- 
apolis-Honeywell did not have. 

Certainly, the high~initia! costs of 
the computer business have been a 
steady drain against the high profita- 
bility of Honeywell’s older busi- 
nesses. But that itself proves the 
advantage of “topness” in at least one 
area. With the drain, Minneapolis- 
Honeywell still brought down 17.5% 
on equity, good by any standard. 


The Lulling Effect 


Specialists have been known to fall 
behind. IBM did, for awhile, in com- 
puters. But it quickly caught up. But 
sometimes the specialist wakes up too 
late and its golden dominance is lost. 
Singer Manufacturing, as the sewing 
machine company (it controlled a full 
two thirds of the entire world market 
before World War II) refused to even 
consider the possibility of competi- 
tion. Similarly Western Union long 
seemed blind to a steady trend away 
from the telegram to the long-distance 
phone. 

Just this lulling effect is perhaps the 
most dangerous element of being on 
top. Thus Western Union and Singer, 
despite their dominance, actually suf- 
fered earnings declines during 1957 
and again in 1958. Western Union 
failed to utilize properly the vast net- 
work of transmission lines it owned. 
Singer, locked into its century-old 
traditionalism, lost fully half its share 
of the market to Japanese price com- 
petition, European technological com- 
petition. 

Both companies finally woke up. 
Western Union developed new serv- 


FORBES, JANUARY 1, 1960 





YARDSTICKS oF PERFORMANCE 


- 


SK 


>, 
* 


a 


RRA SN 


» & 
%%~ 
¢<¢ 


- 


“3e * 


_ 


< WANN YN Se SE aN , a 
\N2 . 


LOANS 


4% 
*, 


WN 
~~ 4 
i, 2, wat 


"4 . 


80.1% 


% : % “Ss; 3, 
® %% 
14.3¢ 
NOT AVAILABLE 
44.7 
23.3 
13.9 
12.8 
8.4 
26.9 
128 
27.0 
22.9 
24.2 
25.2 


5-¥r. Ay. lest. 1am 
8.6% 9.8% 


COMPANY 


AT&T 

General Telephone & Elec. 
IBM 

Eastman KoGak 
American Express 
Deere 

Singer Mfg. 

National Lead 

Western Union 
Minnesota Mining 113 
Minneapolis-Honeywell 9.0 
Amer. Machine & Foundry* 10.7 
Outboard Marine 18.5 





8.9% 9.1% 
23.4 
5.5 
10.8 
6.4 
1.9 
1.0 
3.0 


. . 12.4 
14.8 . 0 
115 ‘ 7.0 
12.5 . 0 

declined ; 0 
76 . 2.9 
declined } — 
19.2 2.0 
14.3 20.1 
5.7 70.1 
15.7 29.7 


18.5 
16.6 
13.9 

8.6 

5.2 
22.4 

5.8 
20.3 
17.2 
12.0 
20.8 


20.2 
19.5 
16.3 


21.0 
17.4 
14.0 
30.9 
28 
10.5 
19.8 
22.7 
20.7 
31.0 
15.07 


declined 
8.2 
1.2 
18.5 
16.7 
23.6 
20.8 


SS82ReasSsesesages 


*All figures before October split. 


ices (most recent: Wirefax, a com- 
mercial system of transmitting printed 
matter across the country) to get bet- 
ter use of its wires. At Singer, a new 
young management (President Don- 
ald P. Kircher is only 44) started 
shaking up the sleepy giant with 
technologically improved products, 
modernized facilities and such far- 
afield activities as pulp and paper 
production and advanced defense re- 
search. 

The reawakening showed last year, 
with Singer’s estimated earnings up 
39%, Western Union’s up almost 38%. 
Even so, both companies still lagged 
on the key factors of equity growth 
and stockholders’ return on equity. 
Both companies had a long way to go 
to regain their one-time positions of 
leadership. 

The trick, of course, is waking up in 
time. American Express let Diner’s 
Club beat it to credit cards. But once 
American Express did decide to play 
the credit card game, its efficient use 
of thousands of existing connections 
supplied a fine edge. Thus, in 1958, in 
spite of heavy expenses on its credit 
card introduction, it still increased net 
profit for the tenth year in a row. 
Last year, with the credit card estab- 
lished and travel still rising, President 
Ralph T. Reed rang up another record, 
and the board raised the dividend for 
the seventh year in a row. 


Durable Kodak 


One of the most durable of the 
specialists has been Eastman Kodak. 
Kodak can almost be called the grand- 
daddy of the leisure time companies. 
Chemicals and plastics notwithstand- 
ing, photographic supplies still repre- 
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sent a full two thirds of its volume. 

Kodak certainly has not lacked for 
competitors—but its own promotion 
of photography and technical im- 
provement of films did much to create 
a vast new market. As a result, its 
sales, with one minor plateau in 1954, 
increased every year for a decade. 
They were unaffected by the 1958 
recession and last year ran ahead 
another 12.8% at the nine-month 
mark. 


A Newcomer 


By contrast with Kodak. President 
William C. Scott’s Outboard Marine 
Corp. is a relative newcomer. Yet as 
the biggest maker of outboard mo- 
tors, it was last year riding the crest 
of one of the highest specialty waves 
of all. 

Outboard Marine is a real specialist. 
It has a relatively narrow product 
line (83% of sales from outboard 
motors), a dominant position (some- 
thing over half the total market). 
Outboard Marine has not only ridden 
the trend toward boating but helped 
develop it. As a result, Outboard 
Marine’s sales in the last half decade 
climbed a steep 133.8%. 

The sales rise was closely paralleled 
by earnings until 1958, when heavy 
tooling costs for new models dropped 
net 30% from 1957 levels. Last year, 
though, Bill Scott made that up and 
more: estimated net was up a whop- 
ping 52%. 

But Outboard Marine has yet to 
prove its staying power. For Presi- 
dent Frederick R. Kappel’s American 
Telephone & Telegraph Co., staying in 
the race is no problem: “Mother Bell” 
already controls 82% of the tele- 


crounded far lang 


phones in the country and has little 
direct competition. At the same time 
its near-monopoly status presents 
dangers of its own. Foremost among 
them: government regulation and 
staggering capital needs. For making 
the most of this situation, earning a 
reasonable return on equity and keep- 
ing the world’s largest army of stock- 
holders happy, Wall Street gives AT&T 
high marks. 

Unfortunately, from Kappel’s stand- 
point, the full fruits of that effort have 
been stunted by regulation which 
limits the rate of return. Even with 
these drawbacks, Kappel’s intensive 
promotion of phone service boosted 
his net profits an estimated 10.3% 
over 1958, his equity return from a 
five-year average of 8.6% to about 
9.8% in 1959. 


General Steps Out 


Chairman Don Power, though he 
had no hope of catching AT&T on the 
phone side, proved a shrewd specialist 
indeed. The merger last year of Gen- 
eral Telephone and Sylvania into 
General Telephone & Electronics 
Corp. created a company almost 
unique in U.S. industry. It has a 
solid steady return from the regu- 
lated utility side, plus a firm foothold 
in the swelling consumer and indus- 
trial-electronics markets. A specialist 
now in the broader field of electronics 
rather than the limited one of tele- 
phones, General last year launched 
a new and promising career. 

A specialist of quite a different sort 
is President Joseph Martino’s National 
Lead. National Lead knows more 
about what to do with white lead and 
titanium dioxide than anyone. Its ex- 
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Natural Gas has taken competition and 
regulation in stride from the start. Now full 
grown and vigorous, the Industry brings 
America fully 25% of the energy 

it needs to grow on. 

It’s a big job—and as long as proper 
incentives are maintained, the 

Industry will continue to develop 

reserves, produce and deliver 

Natural Gas required for our 

country’s future growth. 
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| pertise has taken it into a dozen areas 
| from paints to bearings. 


But the biggest part of Martino’s 
mix goes to other mznufacturers, thus 
is tied to the ups aud downs of the 
capital goods cycle, rather than the 
steady upward climb of personal con- 
sumption. Despite this, Martino has 
been able to provide one of the best 
rates of equity return in the group. 
One drawback, however, has been a 
noticeable slowing in National’s rate 
of growth. 

President William A. Hewitt’s 
Deere & Co. is top supplier for farm 


| equipment, with agricultural products 
| accounting for over 92% of its total 


volume. As a farm supplier which 
has. usually made more money than 
its competitors, Deere is a specialist 
with a vengeance. 

If it has been a standout as a farm 
equipper, however, Bill Hewitt’s 
Deere has shone less brightly among 
its fellow specialists. Its average re- 
turn on equity over the five years 
1953-58 has been one of the lowest 
in the group. The trouble has been 
that Deere’s fortunes have been too 
closely tied to farm income, which 
has not shared fully in the general 
industrial prosperity. But because of 
its sharp improvement last year 
(Deere doubled its average recent 
rate of return on equity) and for 
making a good thing out of fairly dif- 
ficult circumstances, Wall Street has 
tended to give Deere and Hewitt a 
relatively generous amount of credit. 


Untested AMF 


Smallest of the specialists and the 
least thoroughly tested among them 
is Chairman Morehead Patterson’s 
American Machine & Foundry. AMF’s 
development of the automatic pin- 
spotter in time to take advantage 
of the postwar growth of the so-called 
leisure time market earned the com- 
pany high returns in recent years. It 
proved a timely development for AMF 
because its older lines of cigarette 
and baking machinery were becoming 
somewhat less profitable. 

Last year AMF stayed handily 
ahead of the competition in the bowl- 
ing field. The competition, however, 
was heating up, and the day will 
eventually come when pinspotters will 
be largely a replacement market. To 
ward that day off, Patterson and 
President Carter Burgess have been 
pushing vigorously to build the over- 
seas markets for their pinspotters. 

But, in the considered view of many 
Wall Streeters, the real test of AMF 
as an industrial specialist still lies 
ahead. The big question: Can it come 
up with another new line of ma- 
chinery when the bloom begins to 
wear off the bowling boom? 
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THE PERILOUS FLIGHT 


Jet airliners, for all their advantages, have made airline 


operation a tremendously risky business. 


Lenders, who 


bankrolled the switchover, have little to worry about. 
But the stockholders’ position is far from being assured. 


“The ages of Pericles, Florence 
and the Medici, and Elizabeth and 
her court, are bound to pale in 
comparison with the flowering of 
man’s genius in this new era 
which will come into being in the 
wake of the jet age.” 


THaT 1s the way a top aviation ex- 
ecutive saluted 1959, Year One of the 
Jet Dynasty. Like most such speeches, 
advertising blurbs and travel writers’ 
raptures, it was appropriately purple 
prose. For the jet has indeed ma- 
terialized across the industry’s horizon 
like a conquering king. 

Yet when kings make conquests, 
devastation is apt to follow. Jets 
promise to be no exception. Even 
as the year wore on, they had raised 
a considerable challenge: How to keep 
filling the seats as more and more 
jet liners were delivered? 

In the beginning, of course, doing 
just that had been no trick at all for 
the airlines. Not only were the jets 
new and fast, but they were in 
short supply. Fascinated passengers 
thronged aboard, and load factors— 
the ratio of seats available to seats 
filed—soared well above 90% on 
many flights. (Normally, airlines con- 
sider 60% a good average load.) 

Obviously it could not last forever, 
and, as jets became more common- 
place, it did not. 

If filling seats on their jets proves 
a problem in the 1960s—and this seems 
all but certain—the difficulty will not 
be too few passengers, but too many 
seats. Americans are an air-minded 
people. Last year the airlines trans- 
ported well over 50 million pas- 
sengers, more than four times as many 
as in 1946. Many more are in view. 
“By 1965,” bravely predicts National 
Airlines’ President George (“Ted”) 
Baker, “U.S. airlines will carry close 
to 100 million passengers a year.” 

Yet even Baker’s vision is framed 
in worry. Says he: “Because of the 
economics involved, jets will force the 
airline industry to promote itself as 
never before.” 


The Magnified Risk 


Not everyone in the air transport 
business would go along with Baker’s 
calculations. But virtually all would 
echo his warning. Airline men them- 
selves now habitually think of the 


years ahead as “the Perilous Sixties.” 
The decade deserves the name. As 
Northwest Airlines’ President Donald 
W. Nyrop explains it: “The oppor- 
tunity to make or to lose money on the 
operation of just one DC-8 jet is about 
2.7 times greater than it is with the 
DC-7C, a piston plane. It is going 
to take careful planning to maintain 
load factors above the break-even 
point.” 

Why are the stakes in jet trans- 
portation so high? The reason is 
simply that everything about the jet 
is huge. Compared with even the 
largest piston craft, the jet is far 
bigger, far faster and (in absolute 
terms) far more expensive to operate. 
Used well, it can produce considerably 
more profit than a propeller-driven 
plane, and break even at a somewhat 
lower. load factor. But when a jet is 


CROWDED SKIES 


As this map of densely-travelled 
eastern routes shows, the number 
of carriers competing on most has 
increased considerably since 1955 
by CAB fiat. (Numbers in squares 
show how many carriers are oper- 
ating each route vs. five years ago). 


Jets, which require high payloads 
to break even, increase the pres- 
sure, leading airline men to specu- 
late that some corriers may fall 
deeply into the red in the 1960s. 











grounded for long, or takes off with 
too many empty seats, it is capable of 
producing an astounding deluge of 
red ink. 

It is this characteristic of the jet 
that is currently giving airline man- 
agement stern food for thought. Ac- 
cording to a recent compilation, U.S. 
air carriers were to have received 
228 turboprops and 85 pure jets by 
1959’s end. The same schedule shows 
that 39 additional turboprops and 155 
more jets will be delivered this year. 
While a large number of piston planes 
will be retired, the airlines will still 
be faced with a generous rise in seat 
capacity. Thus, as the jet age flowers, 
load factors—and airline profits—are 
taking first priority in management’s 
calendar of worries. 


Of Rates and Routes 


The arrival of jets is boxing up air- 
line management in still another 
quarter. Several years ago, when the 
carriers were haggling with the banks 
to get them to bankroll their jet 
purchases, a large segment of the in- 
dustry prostrated itself before the 
Civil Aeronautics Board in an appeal 
for higher rates. The board decided 
to give it the full treatment, set in 
motion a general fare investigation. 
It resulted in a temporary 6.6% fare 
hike and other adjustments in 1958, 
but no definite and final decision has 
yet been handed down. 

Between 1957 and 1959, when the 
carriers had seat capacity and cus- 
tomers in better balance, a substantial 
fare boost would have done wonders 
in easing the airlines’ financing 
troubles. Right now it might be a 
curse instead. For the evidence is 
that the airlines are moving out of 
a seller’s into a buyer’s market. What 
counts more with airline men today 
than the allurement of higher rates 
is the fear that they might discourage 
passenger growth. 

A few airline bosses are already 
fighting to bring fares down. Last 
year, National’s Ted Baker, long an 
advocate of lower tariffs, whacked 
night coach fares on his important 
New York-Miami run. His arch- 
rival, Eastern’s Chairman Eddie Rick- 
enbacker, took one look at National’s 
ticket lines and quickly followed suit. 

Is increasing competition likely to 
produce more fare-slashing? Harvard 
Professor Paul W. Cherington, possi- 
bly the top independent expert on 
airline economics, thinks it will. Says 
he: “I would venture to predict that 
sometime in 1961 we will begin to see 
an increasing number of reduced fare 
services and a rise in fare-cutting.” 

Root of this fare dilemma is a basic 
inconsistency in the airlines’ regula- 
tory status. On the one hand, the 
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76% 
13.1 
8.7 
11.1 
8.7 
9.0 
15.6 
16.0 
12.0 
12.8 


Pan American 
United 
American 
Eastern 

Trans World 
Northwest 
Delta 

Capital 
Braniff 
Natienal 


*1959 Fiscal year. 


46% 
10.4 
3.9 
0.8 

declined 
13.1 
14.4 
22.1 
26.0 
3.9 


CAB fixes rates. On the other, it 
doles out new routes as it sees fit. 

Over the past five years, the board 
has awarded a large number of new 
competitive routes with the objective 
of strengthening smaller carriers or 
correcting seasonal traffic imbalance. 
In some cases, such as giving winter- 
bound Northwest Airlines access to 
the Chicago-Miami market, this policy 
has worked well. In others, such as 
pitting smallish Northeast Airlines 
against Eastern and National on the 
New York-Miami circuit, it has been 
like trying to ward off lions with a 
side of fresh beef. 

Such awards, events have shown, 
run up costs all around. This is 
troublesome enough when a normal 
re-equipment program is under way. 
Doing so in the midst of jet competi- 
tion is vastly more dangerous. “Let’s 
suppose,” says an airline analyst, “that 
you have three jets flown by as many 
airlines on a route where traffic will 
support only one. What do you think 
load factors will be?” 


The Stockholder Comes Last 


Not everything on the airline hori- 
zon is cloudy. When the business is 
there, jets pay off handsomely. Most 
of the carriers, moreover, have now 
arranged their needed financing for 
the turboprops and jets that will be 
arriving. Full of promise for the long 
view is the prospect that these new 
turbine-powered planes will not be- 
come obsolescent as fast as piston 
aircraft have. This means that, with 
several big borrowings, the airlines 
have been able to get most of their 
financing arranged for perhaps a 
decade. 

Yet there is reason to doubt that 
the carriers’ new investment in jets 
will do much very soon to send profits 


76 


declined 
3.4% 
1.4 
declined 
declined 
17.2 
15.8 
declined 
151.7 
declined 


8.0 
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24 
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winging the way of the shareowner. 
Admits Vice President T. Carl Wedel 
of New York’s First National City 
Bank: “Paradoxically, the jet age can 
be a hit from the lender’s point of 
view while, simultaneously, bringing 
tears of anguish to the eyes of the 
equity holder.” 

According to Wedel’s calculations, 
the airlines’ new turbine fleets will 
cost about $2.2 billion—$1.4 billion of 
which will be funded by barik and in- 
surance loans, the rest by sale of new 
equity, depreciation accruals and re- 
tained earnings. Of the borrowed $1.4 
billion, about $600 million will be in 
shorter-term commercial bank loans. 
It is this debt that the carriers will 
have to retire first—to the tune of 





FLIGHT PATTERN? 


Big equipment programs will put a 
tight squeeze on airlines’ net profit 
ever coming years. Depreciation 
charges on their costly jets and tur- 
boprops are big and growing. For 
some carriers, such as Eastern Air 
Lines, shown here, earnings are al- 
ready under pressure. 
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about $100 million annually over 1961- 
66. Since this money will come from 
depreciation reserves on the jets, it 
is all but certain to be paid whether 
there are earnings or not. 

And there may not be in some cases. 
For as their expensive jet fleets build 
up, the airlines will be charging off 
heavier and heavier sums for depreci- 
ation. Unless revenues leap ahead 
very sharply, airline earnings are 
likely to be badly squeezed over the 
next few years. 

The evidence on that is already in. 
For early starters in the turbine equip- 
ment wars, depreciation write-offs 
have already begun to mount aston- 
ishingly fast. During the first nine 
months of 1959, for example, Ameri- 
can Airlines’ depreciation charges rose 
51.6%, against a 14.8% rise in rev- 
enues, Over the same term, Eastern 
boosted its depreciation 57.3%, its 
revenues 9.2%. 


Jet-Assisted Takeoff 


In prosperous 1959, of course, it 
did not exactly take managerial genius 
to post good profits. Rebounding from 
a recession period, consumer pocket- 
books were wide open, and travel was 
popular. The first jets and turbo- 
props served to stimulate interest in 
air travel generally. Everybody, it 
seemed, was getting aboard. 

As usual when new aircraft made 
their debut, revenues soared, but 
earnings underwent temporary pres- 
sure. Learning to use new planes 
efficiently always costs the airlines 
money. Thus, it was no surprise when 
Pan American World Airways, which 
placed Boeing 707s in transatlantic 
service late in 1958, had two poor 
quarters before scoring a 158% gain 
in net operating income for the nine 
months ended last September. 
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At American and Eastern, both of 
which got turbine equipment into the 
air in January, the trend was similar, 
if somewhat delayed. What with start- 
up costs, increasing depreciation 
charges and heavier interest payments, 
American’s net operating income 
dropped 7.2%, Eastern’s 10.3%. Con- 
sidering that both carriers had been 
strikebound for several weeks in 


January, they had done well at that. | 


For most of the other top airlines, 
operating net was up sharply in the 
year’s first nine months. Determined 


shakedowns in management at both | 


Trans World Airlines and Northwest 
were getting their reward. But the 
generally improved showing may be 


misleading. Many carriers did not be- | 


gin to hit big jet introduction expenses 
until late in the year. 

The only notable exception to this 
general improvement was troubled 
Capital Airlines. A marginal operator 
on an eastern industrial circuit, Capi- 
tal suffered both from turbine com- 
petition and the steel strike, reported 
net operating income off a hurtful 63°; 
in the first three quarters. 


Jockeying for Position 


How do the airline managements | 


stack up on the jet-age flight line? 
One carrier, of course, does not figure 


in the domestic free-for-all. That is | 
able Juan Trippe’s aggressive Pan | 
American World Airways, the biggest | 


and best-equipped of the international 


lines. Thanks to Trippe’s boldness | 


(his was the first airline to order jets), 


Pan Am is ahead of his foreign rivals | 


in jets (he uses both 707s and DC-8s). 
Other flag carriers like BOAC, KLM, 
Air France and SAS, to be sure, are 
catching up fast. So Trippe is now 
pushing air cargo and angling for 
lower fares. As national economies in 
most parts of the world have strength- 
ened, so has Pan Am’s outlook, which 
is reasonably good. 

Inside the U.S., it is the coast-to- 
coast network where most of the in- 
dustry’s giants compete. American 
Airlines’ foresighted C. R. Smith, boss 
of the largest domestic carrier, made 
an early decision to buy 707s and Elec- 
tra turboprops, should continue to 
reap the benefits of his shrewdness by 
dominating the east-west jet scene for 
some time to come. The particular 
strength of American’s jet fleet is its 
numerical advantage—24 707s and 25 
Electras at year end. 

Meanwhile, one of Smith’s major 
competitors, long-limping Trans World, 
is limping no more, thanks to ener- 
getic President Charles S. Thomas. 
Given a free operating hand by TWA’s 
dominant stockholder, Howard 
Hughes, (who owns 78% of shares 
outstanding), Thomas has been vigor- 
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PASSENGERS DEBARKING FROM JET FLIGHT: 


ously installing new and long-needed 
reforms. Thomas started 707 service 
last March, began to pile up profits 
fast. TWA’s earnings last year are 
believed to have been the highest 
since record-breaking 1954. 

Another able managerial perform- 
ance was turned in last year at United 
Air Lines, the nation’s second biggest 
domestic carrier. Money-minded Pres- 
ident William A. Patterson, who flies 
an exceedingly tight fiscal ship, had 
cast his lot with the late-coming 
Douglas DC-8, thus did not begin jet 
flights until mid-September. But 
through smart scheduling, Patterson, 
nevertheless, managed to rack up a 
29.7% gain in operating income in 


1959’s first nine months. Considering 
the rugged competition he faced, from 
both American and TWA, that was not 
an easy trick to turn. Now, however, 
United itself is threatening its rivals. 
“TI don’t expect,” says Patterson, “that 
we'll really put the check on our com- 


petitors until next June. But we'll 
do it.” 

Like TWA’s Thomas, Northwest’s 
Don Nyrop has been putting his house 
in order. As a result, Northwest’s op- 
erating costs per available ton-mile 
are now among the lowest in the in- 
dustry. One advantage Nyrop enjoys 
on his coast-to-coast routes (through 
such cities as St. Paul and Seattle) 
and his foreign circuit (to Tokyo and 
other Far Eastern points) is limited 
competition. Yet Northwest’s fixed 
costs are going to be heavy. Its orders 
for Electra turboprops and DC-8s 
were made rather late, and, with 
mongy rates up, the cost of its financ- 
ing was high. 


Are the Tables Turning? 


In the densely-trafficked eastern 
triangle (see map, p. 75) profits by the 
plane-load have been made on runs 
from northern cities to Florida and 
other vacation points. Cagey Eddie 
Rickenbacker’s Eastern Air Lines re- 
mains the kingpin. Eastern has had its 
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does the smaller carrier have a chance? 


setbacks in the form of repeated certi- 
fications of new carriers on its routes. 
It suffered yet another blow in late 
1958, when National’s Baker worked 
out a deal te use Pan American 707 
jets over the winter season. 

Still, Eastern, the third largest do- 
mestic carrier, is the very model of 
solvency. Having assiduously put to- 
gether a mighty fleet of Electras, Rick- 
enbacker is now adding DC-8s as well, 
and he is determinedly charting a 
strong comeback this year. 

Eastern’s pudding would be Na- 
tional’s poison. A year ago, Ted Baker 
was able to capitalize both on Na- 
tional’s leased 707s and Eastern’s turn- 
of-year strike. He made a big splash 
in the New York-Miami market, clung 
to the advantage for several months 
thereafter. But Eastern came back 
with a vengeance, and its power told. 
Now Baker is equipping National with 
Electras and DC-8s in an effort to 
counter the threat. But National's 
$1.8-million operating loss in the 
September quarter, more than twice 
as large as its loss in the same period 
of 1958, suggests that Baker’s troubles 
may be only beginning. 

Delta Air Lines’ President Collett 
E. Woolman, more directly a competi- 
tor of Rickenbacker than Baker, 
clearly is a pure jet enthusiast. Wool- 
man inaugurated DC-8 service in 
September, will receive speedy Con- 
vair 880s this fall. With a big stake 
in the growing South, Delta has shown 
strong, if somewhat inconsistent, 
financial results over recent years. 
It is regarded one of the better pros- 
pects among the medium-size carriers 
to negotiate a safe flight through the 
air pockets of the jet era. 


A Study in Contrasts 


According to airline expert Cher- 
ington, the economics of jet operation 
tend to favor the large airline. Most 
airline executives feel that jet com- 
petition will either result in mergers 
or a return to subsidy. Warns Ameri- 


can’s Smith: “I don’t know whether 
all the airlines are going to make it or 
not.” 

Nevertheless, the quality of an air- 
line’s management can vastly improve 
the odds. So can its position with 
regard to routes, financing and equip- 
ment. The fact that size per se is not 
the deciding factor is well illustrated 
by the dubious outlook for TWA two 
years ago. It is a clear situation where 
vigorous and skillful management has 
paid off handsomely. Another ex- 
ample can be seen in the contrast 
between hard-pressed Capital Airlines 
and sprightly Braniff Airways. 

Several years ago, Capital bought 
60 British-built Viscount turboprops 
in a gamble to make its relatively 
short-range eastern route structure 
pay off. Revenues rose fast, but so 
did depreciation, interest charges and 
other expenses. Saddled with debt, 
Capital reported big deficits in 1956 
and 1957, has produced only marginal 
earnings since. Now Capital’s equip- 
ment advantage has vanished, and 
President David Baker, faced with 
rugged competition, has ordered seven 
Convair 880s and five Electras. Thus, 
Capital’s burden will soon be heavier. 
Its future, quite obviously, is bleak. 

At Dallas-based Braniff, another 
smaller carrier, however, the outlook 
is far different. Braniff’s route struc- 
ture (extending through the Midwest, 
with legs off to northeastern cities and 
Latin America) is much stronger. 
Equally telling is President Charles 
E. Beard’s approach to the airline bus- 
iness. Beard operates through tight 
cost controls, has an eye peeled for 
profit. Instead of overbuying in the 
turbine market, he arranged to pur- 
chase just five 707s and nine Electras, 
thereby completed his financing quite 
easily. Beard is ready and willing to 
defy the odds. Remarks he: “We're 
too busy to even think of mergers.” 


The Year of the Salesman 


Thus, as the new decade begins, so 
does the crucial phase of jet-age com- 
petition. This contest will steadily 


gain momentum as more jets and 


turboprops arrive over the next two 
or three years. For that period of 
time, at least, the climate is not likely 
to favor the first interest of the com- 
mon shareholder: profitability. 

It will pose a tough test for man- 
agement. Operational knowhow in 
flight scheduling, passenger service 
and cost controls will count heavily. 
More important, however, will be 
management’s success at filling seats. 
For once, the airlines can no longer 
rely simply on steady growth to carry 
them along. In the Perilous Sixties, 
the passenger is clearly going to be 
the boss. 
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COLD DRAFTS IN A WARM HOUSE 


Even boom conditions can’t entirely make 


up for lackluster 


management. That 


was the lesson investors learned from the 


building materials 


NEARLY everything went through the 
roof for the manufacturers of build- 
ing materials last year. New housing 
starts rose to a walloping $22 billion, 
and total construction climbed to a 
new high of $55 billion. That meant a 
tremendous demand for glass, ply- 
wood, cement, floor covering, wall 
board, timber and all the thousands 
of assorted variations on these basic 
products that the building materials 
people have devised. 

With their plants expanded to take 
care of the demand and their sales- 
men alerted, order books in hand, 
virtually every one of the 12 top build- 
ing materials makers set new sales 
records. National Gypsum boosted its 
sales 17.9% in the first nine months, 
Georgia-Pacific 24.6%. Most of the 
12 raised their dividends during the 
first three quarters. Enthused Flint- 
kote’s President George Pecaro: “1959 
was an extremely good year.” 

In that kind of atmosphere it didn’t 
seem much of a trick to turn record 
profits as well. And many did. 
Georgia-Pacific raised its earnings per 
share by an estimated 43% to $2.75 
a share. National Gypsum did about 
as well. Armstrong Cork showed an 
even greater improvement. 

But sadly enough, there were at 
least several managements which ap- 
parently did not know how to take 
maximum advantage of all this pros- 
perity. Building materials were one 
of the most prosperous corners of U.S. 
industry in 1959, yet sprawling Pitts- 
burgh Plate Glass was able to earn 
only an average 10.2% on its stock- 
holders’ equity. U.S. Plywood earned 
only 12.5%. Moreover, Pittsburgh 


industry last 


year. 


Plate, Johns-Manville and Flintkote 
all showed lower earnings per share 
than they had nine years ayo. 


The Only Way Oui 


What was wrong with the apparent 
laggards? Why weren't their profits 
booming too? In Flintkwote’s case, 
there was a reasonable explanation. 
Its oldline roofing business was get- 
ting nowhere in the early Fifties, and 
company brass quite rightly made the 
decision that something drastic had 
to be done. Under Chairman LJ. 
Harvey Jr. and Presidemt Pecaro, 
Flintkote launched a tremendous ex- 
pansion program. It spread out into 
cement, insulation, gypsum products 
and even box manufacturing. 

In the years 1953-58, alone, Pecaro 
raised Flintkote’s sales by a big 73%. 
But in expanding, Flintkote had to 
trade stock for acquisitions. Thus, 
while net profits grew from $5 
million in 1953 to $7.5 million in 1958, 
earnings per share actually declined 
slightly from $2.15 to $1.97. Dilution 
had been the only reasonable way out. 

But last year showed the relative 
wisdom of Flintkote’s ways. At the 
nine-month mark its earnings were 
up to $2.12 a common share as against 
only $1.53 the year before. Better yet, 
Flintkote was no longer tied to the 
volatile fortunes of the asphalt roof- 
ing business. Said Pecaro, with satis- 
faction: “While you may find some 
drop in new 1960 residential construc- 
tion—although we do not believe this 
will be as great as anticipated—-Flint- 
kote expects to more than make up 
the difference in industrial, institu- 
tional and other types of heavy con- 
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YARDSTICKS OF PERFORMANCE 


DOBBINS 


struction during this year.” 

The dilution had been painful. That 
was undeniable. But judging from 
Flintkote’s progress, it had not been 
an excessively high price to pay. 


Old-fashioned Virtues 


What about Pittsburgh Plate, Johns- 
Manville and U.S. Plywood? How 
had they failed to derive maximum 
advantage from the housing and con- 
struction boom? 

Pittsburgh Plate had an excuse of 
sorts. Roughly 40% of its average 
plate glass sales volume has usually 
gone into auto windshields and auto 
windows. Chrysler, PPG’s best cus- 
tomer, was getting ready to fabricate 
its own glass, and Pittsburgh had a 
long strike at its glass plants 

But what about the paints, which 
make up 20% of PPG’s volume, the 
chemicals which make up 20% or 
the construction glass? Chemicals, 
paints and building glass all were 
doing exceptionally well last year 
Sherwin-Williams, PPG’s great rival 
in paints, managed to earn 12.5% on 
stockholders’ equity. The fairly suc- 
cessful chemical company earns 15%. 
Rival glassmaker Libbey-Owens-Ford 
chalked up a fast 32.4%. But PPG's 
President David G. Hill, in all these 
businesses, managed to earn only 
10.2%. Suggesting, as one Wall 
Streeter put it last year, that perhaps 
Pittsburgh Plate Glass was a jack of 
too many trades, master of none. 

In Johns-Manville’s case, part of the 
trouble had been that Chairman 
Adrain R. Fisher tended to lean rather 
far toward the old-fashioned fiscal 
virtues. In pouring some $123 million 
into expansion and modernization 
over the past five years, Fisher re- 
fused to go into debt, instead sold 
more stock when returned profits 
were insufficient to pay for the expan- 
sion. He chose dilution to debt. 

Flintkote, by contrast, had not hesi- 
tated to pay for some of its acquisitions 
with borrowed money or preferred 
shares. Fisher’s method resulted in 
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| wood’s latest fiscal year. 
| represented a return of just 13.1% 


| Cheatham’s 
| earned close to 20%. 
| year earnings, of which Antoville was 
| so proud, were slightly less than Ply- 


| decade 





a clean-looking balance sheet, but it 
certainly watered down earnings. 
J-M’s 1959 profits approximated $30 
million. They were 22.3% higher than 
1951’s, for example, but the effect of 
the additional shares was to bring 
per share earnings down from $3.87 
to $3.60 over the period. 

U.S. Plywood, too, seemed to have 
been something less than bold. That, 


| at least, was the most charitable ex- 


planation of Plywood’s apparent in- 
ability to make as much progress over 
the past half decade as did its princi- 


| pal competitor. 


U.S. Plywood’s Sol W. (“Tony”) 
Antoville did succeed in boosting prof- 
its some 117% to $5.36 a share in Ply- 
But that 


on stockholders’ equity. Rival Owen 
Georgia-Pacific Corp. 
The 1959 fiscal 


wood’s earnings in 1950; over the same 
years Owen Cheatham had pushed 
Georgia-Pacific’s per share net ahead 
by nearly 85%. 


Cheatham’s Boldness 


What made the big difference be- 
tween these two big plywood and 
lumber producers? Primarily it was 
a matter of boldness. At the begin- 
ning of the decade Owen Cheatham 
saw clearly that it was necessary for 


| a plywood company to be integrated. 


He saw that the timber, the basic raw 


| material, was also the real source of 
| wealth. The finished product was not. 


Cheatham set about acquiring every 


| acre of timberland he could lay his 


hands on. At the beginning of the 
Georgia-Pacific was little 
more than a producer and seller of 


plywood. By last year it was the 


| owner of 15 billion board feet of tim- 


ber, more than three times as much as 


U.S. Plywood had. This despite the 


| fact that Plywood was still the bigger 


firm in terms of sales. 

Nor had Owen Cheatham hesitated 
to borrow money to buy the timber. 
Wherever possible he avoided paying 
for it in stock and thereby diluting 


| stockholders’ equity. As of Cheatham’s 
| latest 
| $114 million in debt and later sold 
| a fresh $10 million worth of preferred 
| stock. Its common equity, by contrast, 
_ added up to just over $70 million. 


report, Georgia-Pacific, was 


Yet Cheatham had the cash flow to 
handle all this debt. The cutting and 
selling of his new-bought timber will 


| add to Georgia-Pacific’s cash flow 


by the end of 1960 an estimated $10 
million, more than enough to handle 
debt retirement at a fast rate. 

By the time Tony Antoville decided 
to expand-U.S. Plywood’s own timber 
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reserves, it was a little late. Last year 
he suffered a serious check when wily 
Owen Cheatham snatched Booth- 
Kelly Lumber, virtually from under 
his nose. Booth-Kelly was one of the 
last large privately held timber tracts 
on the West Coast. And, as Cheatham 
notes: “With your own timber re- 
serves, you know exactly your supply 
and quality of timber and can control 
time of delivery.” 

Not that possession of vast timber 
tracts was any guarantee of perform- 
ance. Weyerhaeuser Co.’s 60 billion 
board feet dwarfed even Cheatham’s 
holdings. But Chairman Norton 
Clapp and President F.K. Weyer- 
haeuser were not getting the kind of 
profits Cheatham was last year. One 
trouble: a lack of profitable end prod- 
ucts. To solve the problem they have 
been spending heavily to put the 
company into pulp and paper. But 
Weyerhaeuser and Clapp managed to 
earn only 11.1% on equity last year, 
and per share earnings were no higher 
than they had been in 1955. 


Prepared for the Boom 


From all this, it was abundantly 
clear last year that general industry 
prosperity does not guarantee equal 
prosperity to everyone in an industry. 
Thus, the fact of the construction 
boom did not dim the credit due to 
such men as Owen Cheatham or to 
National Gypsum’s pioneering Melvin 
Baker. Both had known how to take 
maximum advantage of the boom. 

Even during the periodic housing 
slumps in recent years, Baker never 
doubted that there was going to be 
a growing market for his low-priced 
wall board. So he went out and spent 
$113.8 million on expansion and mod- 
ernization between 1954 and 1959, 
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100+ 14.2 
boosted his capacity and moved Na- 
tional into such new lines as tile and 
cement. He was, therefore, ready for 
last year’s boom. His earnings rose to 
an estimated $4.80 a share, the best 
National has ever done. Commented 
Baker: “You've got to keep building 
a company, so you don’t miss the boat.” 

Baker had, it is true, paid for some 
of his expansion by trading or selling 
additional shares of common stock. A 
certain amount of equity dilution 
resulted. But not enough to water 
down all of the increase in profits: 
National’s 1959 net was the best ever, 
its estimated return on equity 14.5%. 

National was no match for Chair- 
man Clarence Shaver’s U.S. Gypsum 
when it came to measuring profits. But 
then National never had the en- 
trenched position of Clarence Shaver’s 
industry leader. Still, in terms of 


APPLYING SHINGLES: 
“you've got to keep building” 
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cash return on equity (profits plus 
depreciation flow), Baker’s National 
has been chalking up better than 18%. 
U.S. Gypsum’s cash return was 20%, 
higher by a safe margin, but Baker 
had narrowed the gap. 

In its own quiet way, Armstrong 
Cork also did surprisingly well last 
year. Armstrong has shown little of 
the growth of a Georgia-Pacific ur the 
merger-deftness of a Flintkote. 

Nevertheless, President Clifford 
Backstrand managed to chalk up a 
very creditable return on his stock- 
holders’ equity last year. Boosting per 
share profits to an estimated $4, up 
54.4% from last year, Backstrand pro- 
duced a return of some 14% on equity. 
At that rate, he was running well 
ahead of giants Johns-Manville or 
Pittsburgh Plate. To keep it up, Back- 
strand was driving last year to in- 
tegrate back toward chemicals which 
are now the basic raw materials for 
its floor coverings. 


The Logistician 


Generally, raw materials are im- 
portant in building materials. In tim- 
ber, gypsum, asbestos and the like, 
they are all-important. But they are 
a relatively minor consideration to 
another segment of the building ma- 
terials industry. For the cement- 
makers the problems are slightly dif- 
ferent. Their raw materials, mainly 
sand and limestone, are not at all 
difficult to come by. 

Yet that does not mean that the 
cementmakers were without problems 
last year. As Ideal Cement’s Presi- 
dent Cris Dobbins notes: “Cement is 
a heavy commodity of relatively low 
value—less than lc per pound at the 
mill on average. You’ve got to watch 
those shipping costs if you want to 
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| on the South and Southwest. 
| year he paid out 675,000 shares of stock 
| to. acquire Volunteer Portland Ce- 
| ment, which markets in six southern 
| states. Dobbins’ concentration tactics 
| apparently were paying off. Ideal last 
| year earned 18.2% 
| equity, the highest of the cement- 
| makers. 


stay competitive.” 

In other words, the cementmaker 
must spot his mills in many places 
around the country since cement can- 
not be shipped for long distances. A 
good cementmaker must know his 
logistics. Apparently Dobbins does. 
No believer in getting too far from 
his base, he himself has concentrated 
Last 


on stockholders’ 


One reason: sound logistics. Ideal’s 
southern territory nearly always en- 
joys good building weather, and Dob- 
bins’ expansion has given it the 
capacity to supply the market. Last 


| year Dobbins got caught between the 


steel strike and rainy weather. 


| Even that and sky-high depreciation 


charges, however, failed to keep Ideal 


| from ringing up an earnings record. 


Lone Star Cement’s President H. A. 
Sawyer has not expanded as fast as 


| Dobbins. He did not, therefore, show 
| the kind of growth that Ideal did. But 
| he was a close runner-up in return on 


| equity last year and was able to be 


problems, no high overhead, and no 1 


more generous in paying dividends. 

Among the cementmakers, Lehigh 
Portland’s President Joseph S. Young 
has been the great apostle of all-out 
expansion. All told, he plowed $172 
million into modernization and ex- 
pansion between 1946 and 1958. This 


| expansion enabled Lehigh Portland 


to break away from the rainy North- 


| west, with its poor building weather. 
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But where Lone Star’s Sawyer 
financed his expansion through debt 
and retained earnings, and Ideal’s 


INSTALLATION OF ROTARY KILN: 
logistics were vital 


Dobbins did the same, Young relied 
heavily on equity financing. As a 
result, his earnings have not risen 
nearly as fast as total net. For all 
that expansion, Lehigh’s net has 
shown the smallest five-year growth 
among cementdom’s Big Three. 


A Boom Is Not Enough 


There was a good lesson for in- 
vestors in the varied showings of the 
cementmakers last year. It was that, 
even in an industry as homogenous as 
cement, no two companies are ever 
alike. Nor are they equally well 
managed. Which explains, too, why 
there were among the general building 
materials companies such sharp dif- 
ferences in results during the greatest 
building boom on record. Proof again 
that good management is at least as 
important as booming business. 


KEEPING UP WITH THE BOOM . 








Disconcertingly enough, fewer than half of the major building materials pro- 
ducers were able to keep up with their own boom. In the past decade, total 
construction outlays in the U.S. rose better than 80%. 

Through merger and expansion most of the major building 

materials companies also succeeded in boosting their: sales 

very substantially. But very few of them, as this chart shows, 
managed to raise their profits anywhere near as 
fast. Explanation: narrowing profit margins and ex- 
cessive equity dilution both took their toll of profits. 
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UTILITIES 


NEW RECORDS ... OLD PROBLEMS 


The economy, as usual, took good care of the electric 
utilities last yal But the question was: Did utility man- 


agements 


For Aut its 80 years, the staid old elec- 
tric power industry persists in carry- 
ing on like a high-spirited youngster. 
Last year was no exception. 

With generating capacity and kilo- 
watt demand setting new records last 
year,- the industry’s revenues soared 
8.2% above 1958’s. Earnings were ex- 
pected to total 9% higher. On a sheer 
percentage basis, other industries may 
have shown greater year-to-year 
gains. But unlike those others, most 
electric power companies had not 
suffered a bit in recession.. In fact, 
while corporate profits as a whole 
were off nearly 20% in 1958, the utili- 
ties had managed to boost their earn- 
ings 7.4%. With no recession to snap 
back from, the power companies had 
won their 1959° gains the hard way, 
and managed to make it look easy. 


Running to Fat? 


In short, the economy took good 
care of the utilities last year. There 
was some reason for wondering, how- 
ever, whether utility managements had 
taken equally good care of their stock- 
holders. It was a matter of nice judg- 
ment, of shrewd forward planning. 
Last year the industry installed 10.5 
million kilowatts of new capacity, an 
all-time record. To pay for it, investor- 
owned companies plunked down some 
$1.6 billion for generating equipment, 
spent another $1.9 billion in transmis- 
sion and distribution facilities. Thus 
total capital expenditures in 1959 came 
to $3.5 billion, close to the $3.8 billion 
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equally good care of their stockholders? 


all-time record set just the year be- 
fore. The $64 question was whether 
the industry as a whole needed so 
much new capability so soon—and 
could promptly make it pay. 

Last year it obviously did not pay 
its way. Despite record peak loads, 
the industry’s total generating capa- 
bility last year exceeded the heaviest 
demands put upon it by more than 
27%. Two years ago this reserve mar- 
gin was 22%. And for years, 15% had 
been considered a “healthy” margin. 

Some of that reserve is demonstra- 
bly inefficient high cost plant and best 
retired to standby duty. Moreover, as 
record earnings and bulging revenues 
testify, a certain amount of provision 
for future demand is essential. Pru- 
dence inevitably involves growing 
pains. Yet it was still a good question 
whether what was patently not an in- 
adequate reserve might not well be an 
over-adequate one. 

In view of pleasant earnings, such 
doubts tend to be brushed aside. 
Success is, after all, its own warrant, 
and every utility did well last year. 
Yet industry-wide averages, after all, 
are made up of individual scores. 
Within the industry last year, as the 
hard record shows, there were many 
unaverage performances. 

Take, for just one thing, dilution of 
equity. One of the industry’s most 
persistent problems, it is probably a 
utility management’s sternest test. Of 
the nation’s 15 biggest power compa- 
nies, over the past five years none has 


been able to pass along all of its in- 
crease in total earnings to stock- 
holders’ individual shares. 

Like the weather, dilution is a prob- 
lem that no utility management can 
completely escape. For there is a very 
real ceiling to a utility’s borrowing 
power, and growth for them is not a 
matter of choice. By an old lender’s 
rule of thumb (and by Securities and 
Exchange Commission mandate as 
well) there is a historical maximum 
debt ratio governing the industry's 
capital structure—about 50% long- 
term debt, 15% preferred stock, 35% 
common stock—that must be re- 
spected. When debt gets much above 
the 50% mark, the SEC tends to frown, 
and the financial community tends to 
ask for premium interest rates on new 
bond issues. 

Unlike other industries, power com- 
panies can not simply defer expansion 
until borrowing conditions are ideal. 
In return for its monopoly position in 
its service area, a power company 
must serve the public first, then look 
for profit. Thus when a utility is al- 
ready up to its ears in debt and still 
needs money, it may have no choice 
but to issue more common stock. In 
so doing it almost inevitably opens 
the door to dilution. 


Maneuvering Room 


In limiting dilution, good manage- 
ment makes all the difference. “Dilu- 
tion is a constant concern around 
here,” says American Electric Power 
Co.’s scholarly president, Philip Sporn. 
Every utility head, of course, says that 
at one time or another. But probably 
none can put up quite as convincing 
evidence of it as Sporn. 

Despite a sprawling territory re- 
quiring constant expansion, Sporn has 
timed his trips to the money markets 
shrewdly, doled out new stock spar- 
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Here, in the 22,000 square miles served by Niagara Mohawk, 
nearly every type of industry can find the plant site admirably 
suited to its needs...the site from which to serve the richest 
market in the world...the great Northeast. 


We can help in your search for a 
profitable site with fast, expert, con- 
fidential assistance. You can benefit 
from our comprehensive inventory 
of buildings and sites and the inti- 
mate, detailed knowledge of our 
resident managers about the com- 
munities we serve. We'll gladly assist 
in specific research you need in your 
search for the ideal location. 

Before you choose a plant site, learn 
all the advantages waiting for you 
in Upstate, N. Y.: a wealth of natu- 
ral resources, many virtually un- 
tapped...abundant water...a solid 
labor force...a most attractive po- 
litical and economic climate... 


healthy diversified industrial neigh- 
bors prospering here. Transporta- 
tion is particularly attractive; the 
growing network of superhighways, 
the St. Lawrence Seaway, the barge 
canal and excellent rail and air ser- 
vice combine to provide fast, de- 
pendable access to the rich north- 
eastern market and Canada and to 
the seaports of the world. 

For complete information on the 
services we offer...and for concrete 
help in your search...write, wire or 
phone Director of Area Develop- 
ment, Niagara Mohawk Power Cor- 
poration, Dept. FO-1, 300 Erie 
Blvd. West, Syracuse 2, N. Y. 
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| ingly and been able to build plant 
| sufficiently quickly and efficiently so 
| as to minimize the time needed to 


turn new capital into earning assets. 
The upshot has been a considerable 
distinction. As the record shows (see 


| table), American Electric Power has 


passed on to stockholders more of the 
increment in total corporate earnings 
(of net profit) than any of the other 
top 15 utilities. Earnings per share 
have grown 86.5% as fast as total net. 

In that respect, New York’s Consoli- 
dated Edison Co., serving the U.S.’ 


| biggest and oldest power market, has 


run up a record second only to AEP’s. 
Earnings per share has grown 85.5% 


| as fast as total net. 


Traditionally one of the most con- 
servative companies in the industry 
on money matters, Con Ed’s long-term 
debt stood at only 39.7% of total capi- 
talization in 1950 when the company 
embarked on the costliest capital 
spending program in its history. Thus 


| it was able to lean heavily on debt to 
| finance the $1.1 billion Con Ed spent 


in the past ten years. By 1959, Con 


| Ed’s debt ratio stood at 52.3%, but it 
| had almost no dilution whatever. 


By contrast, Public Service Electric 
& Gas’ President Donald C. Luce 
has had nothing like Con Ed’s Presi- 


| dent Charles E. Eble’s maneuvering 


room. In 1949 Public Service’s debt 


| ratio was already a high 55.1%. Faced 


with the need to double its total in- 
vested capital in the ten years that 
followed, management was unable to 
expand its debt ratio much further, 
had to sell new equity before it could 
return to the bond market. 

Last year Luce’s debt ratio (57%) 
was only slightly up from what it 
was ten years before, but the number 
of common shares outstanding had 
risen 149%. Result: Public Service 
stockholders shared in only 50c on 
each added dollar of corporate profit. 
Add to that the problems Luce has 
had in recent years getting needed 
rate increases from the New Jersey 
rate commission, and the wonder is 
that Public Service fared that well. 


The Best Laid Plans 


Twice since 1954, President Walker 
Cisler of Detroit Edison resorted to 
a lovable old mongrel of a borrowing 
device, the convertible debenture. Last 
year it rose up and bit him. Converti- 
ble bonds simply offer the holder the 


| privilege of exchanging the bond for 
| common stock at some future time at a 


guaranteed price. In theory, by the 
time the bond holder is tempted to 
switch from creditor to equity status, 
management hopes to have had time 
to put the money to work and reap 
sufficient new earnings to offset the 
diluting effect. Another advantage is 
that as time passes and bonds are ex- 
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Pacific Gas & Electric 
Consolidated Edison 49 
Commonwealth Edison 7.6) 
American Electric Power 5.9 
Public Service Elec.& Gas 8.3 
Southern Calif. Edison 12.8 
Amer. & Foreign Power declined 
8.6 
5.2 


8.0% 


8.9 
7.1 
9.0 
13.0 
9.0 


General Public Utilities 
Texas Utilities 

Middle Seuth Utilities 16 
changed for stock, the debt ratio shifts 
automatically lower, giving manage- 
ment added flexibility in future bor- 
rowings. 

For Cisler, the flexibility part 
worked out just fine last year. De- 
troit Edison’s debt ratio shrank from 
56.4% in 1957 to a conservative 50.6% 
in 1958, then ended up last year at a 
reasonable 53.5%. But the convertible 
device had failed to buy him enough 
time to avoid dilution completely. 
While total earnings were up 17.5% 
through the 12 months ended last 
October 31, earnings per share had 
risen only 11%. Still, that was a de- 
cided improvement over the showing 
of the preceding five years when 
earnings per share grew only one 
fourth as fast as total net. 


Pain Killer 


Partially insulating old shareowners 
from the shock of new dilution last 
year was the fact that utility shares 
usually fetched a handsome premium 
above book value, such was their 
popularity on Wall Street. 

Last June, for example, with his 
debt ratio at 54.4%, President Roy G. 
Rincliffe had to sell 640,000 shares of 
Philadelphia Electric common stock 
to pave the way for a bond issue later 
in the vear. The price was $45.50. 
Thus, although the shares commanded 
only $17.3 million in book value, Rin- 
cliffe raked in $29.1 million in new 
capital. 

Later in the year, despite the fact 
that the stock market had slumped 
since June, Philip Sporn worked out 
an even better deal for American Elec- 
tric Power. Making one of his rare 
trips to the equity market (at 58.7%, 
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5.9% 
49 
9.7 
74 
3.5 
7.1 


24.0% 
14.5 
38.1 
13.5 
50.4 
48.9 


15.9¢ 
14.2 
15.4 
215 
17.9 
14.8 
11.7 
18.9 
18.2 
18.5 
13.3 
16.3 
18.2 
19.1 
16.0 


35.1 
712 
47.0 
72.2 
100- 
43.3 
22.9 
38.3 


113 
6.8 


his debt ratio is the highest among the 
top 15 utilities), Sporn sold 1.2 million 
new shares at $46.26 per share, more 
than double their $19.59 book value. 
That increased the total number of 
common shares outstanding by 5.6%. 

Yet Sporn’s stockholders scarcely 
noticed, for while total net for the 12 
months ended November 30 rose 
6.6%, earnings per share increased 
almost as much: 5.7%. Fiscal virtue, 
it seems, has fiscal rewards. 


Let ‘em Have Cake 


Forced dilution was not manage- 
ment’s only severe test last year. For 
the first time since 1936, the line trac- 
ing utility bond yields crossed and 
then climbed above stock yields. 


9.1% 9.1% 
74 
8.8 





SLOW DOWN 


Privately owned utilities are tapering 
off their expansion programs in 1960 
and 1961. This chart shows why: Over 
the past 12 years, generating cap- 
ability has grown faster than peak 
power requirements, leaving ample 
reserves. 





D0 Kilowatts in Millions 
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As the money market’s very best 
customer, the utility industry stood to 
suffer most from high interest rates. 
But here again, good management was 
able to minimize the damage. The 
more cash a company was able to 
raise from its own operations, the less 
borrowing it had to do. 

On that score, Philadelphia Elec- 
tric’s Roy Rincliffe did the most con- 
spicuous job of letting his stockhold- 
ers have their cake and eat it too. In 
constantiy modernizing and expanding 
facilities to keep up with demand in 
the heavily industrialized Delaware 
Valley, Rincliffe has kept his reserve 
margin at a fairly tight 18%. Through 
steady if unspectacular’ earnings 
growth, plus sharply increased de- 
preciation charges on his costly new 
plants, Rincliffe last year boasted one 
of the highest cash-flow rates in the 
industry: 18.5c in earnings and de- 
preciation for every dollar of invested 
capital. 

Thus despite one of the highest 
dividend rates in the industry—a 
743% payout of earnings—Rincliffe 
believes he can raise more than half 
of his capital requirements from op- 
erations alone over the next four 
years. The industry as a whole gen- 
erates only about 35% of needed cash 
from within. 


Money Isn‘t Everything 


High cash flow is nice to have, no 
doubt, but not every management has 
a chance to make the most of it. Ni- 
agara Mohawk, for example, boasted 
a cash flow rate last year which was 
almost as high as Philadelphia Elec- 
tric’s. What’s more, President Earle J. 
Machold let his stockholders eat even 
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more cake. His dividend payout of 
available earnings has averaged 85% 
in recent years. 

Such generosity is just as well. Re- 
investment of capital over the past five 
years has done less for Niagara Mo- 
hawk’s earnings than for nearly any 
other of the top 15 electric utilities. 

One distinction Niagara Mohawk 
has: few utility men promote the vir- 
tues of their territory as resolutely as 
do Machold and Vice President Ar- 
thur Evans. Yet, sadly, few utilities 
have so little to show for it in the way 
of added revenues and profit in re- 
cent years. Says Evans: “Let’s face it, 
we're not in California or Florida or 
Texas.” 

One look at Texas Utilities Co. is 
enough to fire every utility man with 
envy. Only one company among the 
top 15 utilities—American [Electric 
Power-—boasts a higher rate of cash 
flow than Texas Utilities. 

Nor de many utilities have so much 
opportunity to put it profitably to 
work. In meeting the burgeoning 
needs of its area, notably in booming 
new industrial and residential centers 


PLAYING THE 
PERCENTAGES 


Even though bond yields have risen 
remarkably over the last two years, 
it still costs utility managements nearly 
twice as much to raise new money by 
selling stocks as it does by selling 
bonds. Reason: dividends on stock 
are paid out of earnings after taxes, 
whereas bond interest is a business 
expense, hence deductible before 
taxes. 
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* Average of 24 Utility Common Stocks, Recent Yield 

TAverage of 10 Top-Rated Utility Bonds, Recent Yield 
...But since many utilities have 
stretched their borrowing to the limit 
of normal bond-equity ratios, not every 
management has a choice between 
bond and stock offerings. 

For them, there is some consolation 
in the steady decline of stock yields. 
When power men now raise new 
money through stock, at least they 
are able to do so on relatively less 
costly — if still expensive - terms. 











around Dallas and Ft. Worth, Presi- 
dent George L. MacGregor has been 
able to easily outpace even such other 
“growth situated” outfits as Middle 
South Utilities and The Southern 
Company in operating revenues. More 
importantly, Texas Utilities’ earnings 
per share have been growing faster 
than those of any of the top 15 utilities. 

Between generous revenues and ef- 
ficient facilities, MacGregor had driven 
down his operating ratio to the best 
level among the top 15—a satisfying 
72.3%. As a result, Texas Utilities 
stockholders have enjoyed a 13.3% re- 
turn on invested equity, while South- 
ern’s return stood at 9.8%, Middle 
South’s at 8.7%. 

City Lights 


In that key index of performance— 
return on invested capital—Common- 
wealth Edison Co.’s Willis Gale was 
also entitled to considerable respect 
last year. Among big metropolitan 
power companies serving long-estab- 
lished markets, where plant invest- 
ments are huge and fixed costs high, 
last year Commonwealth Edison 
showed a 10.4% return on investment, 
a rate second only to Philadelphia 
Electric’s 10.7% and substantially bet- 
ter than Public Service’s, Con Ed’s or 
Detroit Edison’s showings. 

Last year, too, there was further 
evidence of Commonwealth Edison’s 
growing ability to resist dilution. 
There is also promise of further im- 
provement to come. Between now and 
1963, says Gale, Commonwealth Edi- 
son expects to spend no less than 
$700 million in new construction. Yet 
it will finance it without issuing any 
more common stock, and it will add 
only $225 million to its long-term 
debt. 

Since they get one of the lowest divi- 
dend payouts in the industry—68% of 
earnings—stockholders will have no 
trouble guessing where the balance 
will come from. But retained earnings 
will be bolstered by a respectable cash 
flow. One thing about Commonwealth 
Edison, though, it makes plowed-back 
earnings count. None of the other top 
utilities shows as good a record of 
matching plowed back dollars and new 
increases of profit. 

Another relative tightwad at divi- 
dend time is Consumers Power. Its 
payout is only 7lc on each dollar of 
profit. Yet through a statistical quirk 
that no analytical system can always 
avoid, President Daniel E. Karn seems 
in Forses’ table to have very little 
to show for it (see the items “Relative 
Profitability” and “Reinvestment Re- 
sults). 

Sending power to the highly indus- 
trialized centers in southern Michigan, 
Consumers Power had been hard hit 
in the 1958 recession, saw earnings per 


BUMPING CEILING 


Over the past three years, utilities 
have gotten almost three quarters of 
their new money through debt offer- 
ings. Henceforth, however, they will 
have to go to the costly equity markets 
for much of it. For as this chart shows, 
an increasingly large part of the indus- 
try has already bumped up against, 
or exceeded, the historic allowable 
debt ceiling (i.e., a 50-50 debt-equity 














share fall to $3.15 that year against 
$3.30 in 1957, $3.10 in 1954. The fact 
is that last year Karn’s operations ter- 
ritory snapped back decisively, and 
earnings per share are expected to 
reach $3.70, a 17% advance over 1958. 

Karn, moveover, seems to have 
halted the dilution of Consumer Pow- 
er’s earnings over the past five years. 
He has been buying up and retiring 
a small part of the preferred stock 
outstanding. Thus, for the 12 months 
ended October 31, the growth in earn- 
ings per share actually exceeded that 
in total earnings by 1%. 


Paying the Price 


Out on the West Coast, Chairman 
Harold Quinton was making relatively 
less headway on Southern California 
Edison’s chronic dilution problems. 
Growth in earnings per share last year 
was only half that in total net. 

Southern California Edison’s stock- 
holders were also paying the price for 
a somewhat tardy solution to another 
problem. With one of the thinnest 
possible margins of reserve capability 
at peak loads—barely 5% at the start 
of 1959—some 21% of the utility’s 
capacity is hydro-electric. That hurt 
last year when Edison was hit by re- 
current water shortages. Unable to 
make full use of his cheap hydro 
power, Quinton had to pay some $3 
million in additional fuel costs. Re- 
sult: * saueeze on operating ratios. 

Last year, however, Southern Cali- 
fornia Edison began to catch up on 
this liability with new steam-generat- 
ing capacity at its Mandalay Station. 
Though it had not helped earnings 
much by year’s end, it has been vir- 
tua'y all paid for. Thus the pressure 


FORBES, JANUARY 1, 1960 





CISLER 


of capital expenditures has fallen, 
from $150 million in 1958 to $117 mil- 
lion last year. This year these outlays 
should drop to well below $100 mil- 
lion. Even if rainfall should disap- 
point again this year, Southern Cali- 
fornia Edison will be in better shape 
to shrug such misfortune off. 

Further north, Pacific Gas & Elec- 
tric Co. by every form sheet should 
have suffered much more from waiter 
shortages last year than it did. The 
difference was foresighted manage- 
ment, which had helped keep harm to 
an impressive minimum. Running the 
biggest utility in the world (in terms 
of assets), Chairman James B. Black 
is almost twice as dependent upon 
water conditions as Quinton, gets al- 
most 37% of his capability from hydro 
stations. 

Prudently, however, Black had con- 
scientiously built up his steam gen- 
erating plants to the point where total 
reserves last year were a theoretically 
fat 25% above peak requirements. 
Black, however, had figured that in a 
dry year the actual margin weuld be 
only a lean 10% or 12%, and last year 
that’s just the way it worked out. Thus 
despite low water, affecting more than 
one third its capability, PG&E had 
plant enough to power an 8% in:-rease 
in revenues and, despite abnormally 
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heavy purchases of outside power, 
even a modest 2.5% gain in earnings. 


Beyond the Horizon 


Sharing most of the pleasures and 
pains of other U.S. power producers, 
General Public Utilities’ President 
Albert Tegen had one special head- 
ache all his own last year. It was his 
holding company’s operating subsidi- 
ary in the Philippine Islands. In the 
first nine months of the year his do- 
mestic plants (two in New Jersey and 
two in Pennsylvania) showed mark- 
edly better than average earning 
power. But Tegen had not been able 
to top Manila Electric’s revenues, 
which make up 13% of GPU’s con- 
solidated total and operate far more 
profitably than his U.S. plants. 

But Tegen cheered up considerably 
late last year when the Philippine 
government relaxed currency restric- 
tions a bit. The new rule would allow 
Manila Electric to pay out 20% of 
subsequent earnings to its New York- 
based parent. If this had happened as 
the year began, Tegen might have 
added 6c or so to the $1.62 per share 
he was expected to report from his 
domestic operations. That would have 
been a tidy 9% more than in 1958. 

“It should happen to me,” is about 
all Henry B. Sargent could be expected 


QUINTON 


BLACK RINCLIFFE 

to say as he brooded about his own fix 
As president of American & Foreign 
Power, Sargent looks to the Caribbean 
and to South America for virtually all 
of his income. His chief headache last 
year: a Fidel Castro order to cut 
Cuban Electric’s rates 21%. If it had 
happened in 1958, according to some 
estimates, consolidated earnings per 
share would have shrunk froin $1.93 
to about 70c. 

Continuing currency inflation in 
other key areas, including Argentina, 
Brazil and Venezuela, have not made 
things any easier for Sargent. Thanks 
to such, American & Foreign Power 
has the dubious distinction of being 
the only major utility whose stock is 
rated downright speculative. 


The Big Difference 


It was, on average, a good year for 
the electric utility industry. The lag 
in per share earnings notwithstanding, 
total earnings continued to grow—a 
potent argument for the industry’s 
basic soundness and future prospects. 
There were problems, to be sure. 
Some of them—like dilution, interest 
rates, the weather—were perennials 
and hard to beat. But the record 
showed that management—good or 
bad—could make a whale of a differ- 
ence in the degree they hurt. 
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When time is short and the need is great, 
the bright refreshment and quick lift 
in Coca-Cola seem delightfully welcome. 
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THE BIG SHIFT 


In the oil industry the balance of power has 
shifted. Some companies last year were able 
to adjust to the new balance, some were not. 


Berore 1959 was even half over, U.S. 
oilmen received a real jolt. They 
realized that oil was apparently not 
going to snap back from the previous 
year’s recession with much vigor after 
all. “The industry,” conceded Jersey 
Standard President Monroe J. Rath- 
bone late in the fall, “will have to live 
with excess capacity .. . for the next 
several years.” Rathbone, spokesman 
for the world’s biggest oil company, 
was saying openly what other oilmen 
had been saying privately for some 
time. 

Last year was not the first time 
since World War II that oilmen had 
suffered from too much oil chasing 
too few customers. In 1954 the up- 
sweeping curve of oil demand had 
been overtaken for awhile by the up- 
sweeping curve of world oil supplies. 
Then, too, every once in awhile there 
would be those temporary drops in 
demand caused by unseasonably warm 
weather which cut down the use of 
fuel oil. Or, bad driving weather 
which kept Sunday drivers away from 
the gas pumps for a few months. In- 
ventories of finished products would 
pile up, and profits drop. 

Only temporarily, however. The 
next year the oil industry would usu- 
ally sweep on to new records. 

But last year oilmen were in for 
a shock. If recent history had re- 
peated itself, the sharp recession of 
1958 would have been followed by a 
record year in 1959. The oil com- 
panies did snap back in the first half 


of the year. But in the second half, 


the pace faltered. By year’s end only 
three out of the top 15 oil companies 
had even a chance of equaling their 
1957 record earnings. 


Too Much of a Good Thing 


What had gone wrong? Actually 
nothing had happened to change the 
favorable long-term picture. No one 
had reason to doubt that by 1962 or 
sooner perhaps, the steadily rising 
curve of oil demand would overtake 
all the supply. But in the meantime 
the oil industry had gotten tem- 
porarily ahead of itself. 

There was too much oil around for 
comfort. Great new fields were com- 
ing in in Libya and Algeria. Russia 
was beginning to send oil to world 
markets. Nor could the ~ilmen easily 
cut back in older fields to compensate 
for new production. The pressure was 
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on from the governments of such oil- 
dependent nations as Venezuela, Sau- 
di Arabia, Iraq and Iran to keep the 
oil—their main source of foreign ex- 
change—flowing. 

To make matters worse, one of the 
markets that could easily and eco- 
nomically absorb much of this cheap 
foreign crude was partly shut off last 
year. Under pressure from Texas oi! 
“independents,” the U.S. Government 
tightened the valve through which 
foreign oil flowed into the U.S. It did 
so by lowering import quotas on for- 
eign oil in the spring. Oilmen had no 
choice but to try to sell crude oil 
in Western Europe, while they were 
paying high prices at home for US.- 
produced crude. 


Long’s Foresight 


Faced with this difficult situation, 
what could oilmen do? Fortunately, 
they are a tough and rugged breed. 
In most cases they were fighting back 
last year, many of them with con- 
siderable success. 

Perhaps none was more resourceful 
than Texaco’s Chairman Augustus C. 
Long. When Uncle Sam cut the flow 
of cheap foreign crude to his refin- 
eries, Long was able to make good the 
loss by stepping up his domestic out- 
put. “The company,” Long proudly 
told stockholders, “achieved a higher 
rate of production in the United 
States than for any similar period in 
its history.” Texaco could do so be- 
cause Gus Long had had the fore- 
sight to use the previous period of 
prosperity to buy up larger reserves 
of U.S. crude. This took some cour- 
age, since Long did so at a time when 
it seemed far more profitable to use 
oil money for overseas prosperity. 

Not that Texaco’s substitution of 
US crude for foreign oil was entirely 
satisfactory. More costly to find and 
more costly to get out of the ground, 
Texaco’s U.S. crude probably brought 
nowhere near the net profit of its 
Saudi Arabian oil. But using your 
own crude, even domestic crude, is 
still cheaper than having to buy some- 
one else’s to feed your refineries (only 
a minor part of the profit on a barrel 
of crude oil goes to the refiner with 
the really fat part of the profit going 
to the crude producer). 

Long’s net profit margin slipped 
to 13.3c on the sales dollar in the first 
three quarters of 1959 as compared 
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Standard Oil (N. J.) 
Gulf Oil* 

Secony Mobil 
Texaco 

Standard Oil (ind.) 
Standard Oil (Cal) 
Shell Oil 


6.5% 
11.6 
6.0 
8.3 
17 
7.6 
5.6 
7.0 
49 
4.1 3.9 
3.2 declined 
declined declined 
A] declined 
Sun Oil 1.6 0.2 
Continental 46 5.2 


*All figures prior to November split 


3.7% 
13.5 
14 
9.0 
3.7 
7.0 
3.7 
5.6 
27 
Cities Service 
Tidewater 
Atlantic Refining 
Union Oil 


to 14.1le in 1957. But because sales 
were higher, Texaco was able to ring 
up estimated net profits for the full 
year of roughly $5.70 a share or better, 
which came very close to 1957’s rec- 
ord-breaking $5.94 a share. More- 
over, Long may well have come out 
ahead of 1957 on the basis of total 
net profits. 


Gulf’s Coup 


Gulf Oil was another which man- 
aged to fight back to within striking 
distance of its pre-recession earnings. 
In so doing Gulf’s President William 
Whiteford made quite an impression 
on Wall Street. If anyone should have 
suffered from tighter import quotas 
it was Gulf. Powered by the profits 
from its vast Kuwait concessions, 
Gulf’s sales and earnings spurted 
ahead in the mid-Fifties far faster 
than those of any other large oil com- 
pany. The cheap Kuwaiti crude gave 
Gulf huge operating profit margins; 
even during the 1958 recession Gulf 
scored 26.2c on the sales dollar, easily 
topping Jersey Standard’s 18c or Tex- 
aco’s 21c. 

But could those profits survive a 
tightening of the flow of Kuwaiti 
crude? As it turned out, they could. 
Whiteford was prepared. Like Long, 
he had been using the fat profits of 
recent years to buy his way into U.S. 
and Canadian crude production. 
Along with that, Whiteford had let the 
cash pile up in his strongbox. So Gulf, 
even though it was still heavily de- 
pendent on Kuwait, was one of the 
few companies which could be gen- 
erous to stockholders. Near year’s 
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declined 
declined 
declined 
declined 
declined 
declined 
28 


13.3% 9.9% 


144 
9.6 
15.4 
7.6 
14.8 
13.5 
9.6 
8.5 
9.0 
78 
8.8 
8.5 
9.3 
13.2 


end it paid an extra dividend in cash 
and stock, split Gulf’s shares three- 
for-one. Noted one oil analyst: “That 
was Gulf’s way of showing it was in 
good shape to ride out the storm.” 


Jersey Off Balance 


Standard Oil of New Jersey’s 
Chairman Eugene Holman and Presi- 
dent Jack Rathbone were not so 
lucky. Recently, Texaco has closed 
in on Jersey as the U.S.’ largest pro- 
ducer of crude. Thus, when the quota 
restrictions were tightened last year, 
Rathbone was in a weaker position 
than Long to replace the barred for- 
eign imports with domestic oil. On 
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top of that Jersey Standard was still 
feeling the extremely painful squeeze 
on profits from the Venezuelan gov- 
ernment’s boost in taxes on Jersey’s 
highly-profitable Creole affiliate. 

No one was writing Jersey off. On 
Wall Street and in the industry, the 
world’s oil giant still ranked high. 
But it was obvious that 1959 was 
not quite Jersey’s year. At the three 
quarter mark, its profits per share 
amounted to $2.22 a common share. 
This was some 15% ahead of 1958 but 
Jersey obviously would run behind 
1957. Jersey, if only temporarily, had 
been caught off balance. Nevertheless, 
Jersey also took a giant step forward 
during the year to right the Ven- 
ezuelan balance. Out on the burning 
sands of Libya, and not too far from 
the fat European market, Jersey crews 
were bringing in gusher after gusher. 
Not only could that oil help Jersey 
overcome its difficulties with Ven- 
ezuelan taxes, Wall Streeters esti- 
mated that even at this stage of the 
game the new crude was costing Jer- 
sey a low 20c a barrel. Admitted 
Jersey’s Rathbone: “Its location only 
100 miles from the coast of Libya, as 
well as the relatively shallow depths 
at which the oil-bearing horizons lie, 
indicates that this is very low-cost 
oil.” 

Texaco’s Long, and, to a lesser de- 
gree, Jersey Standard last year, had 
shown the balance necessary to get 
them out of a difficult situation. Being 
international oils, they were in an un- 
usually good position to do so, of 
course. They could shift production to 
the most profitable spot, shift their end 
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products to the greatest market. 

But being an international oilman 
during the recent period of great 
prosperity also had its hazards. A 
tendency to overconfidence appar- 
ently was one of them. Chairman R. 
Gwin Follis’ Standard Oil of Cali- 
fornia, for example. In Saudi Arabia, 
Sumatra and Iran, Follis had long 
been sitting pretty with vast supplies 
of low-priced foreign crude oil. But 
when the quotas on foreign crude 
went down, Follis and President Theo- 
dore S. Petersen were caught short. 
They simply did not have the US. re- 
serves to fall back on, had to go into 
the open market to supply part of 
their refinery runs. 

On top of that, Follis had to find a 
market for his now surplus Arabian 
crude, and had to spend heavily to 
find outlets for it abroad. Result: 
a sorry letdown for stockholders. 
California was one of the few oil com- 
panies whose nine-month earnings 
failed to show any improvement at 
all over depressed 1958. Its profit mar- 
gins after taxes, once highest in the 
industry, dropped to an estimated 
15.4c on the sales dollar; as recently 
as 1957 they had run to 17.1c 


Caught in the Middle 


The swing in the balance away from 
the producers of foreign crude and 
toward the producers of domestic 
crude could not have come at a worse 
time for President Albert Nickerson’s 
Socony Mobil and Chairman Frank 
Prior’s Standard Oil of Indiana. Both 
Socony and Indiana Standard have 
spent the past five years catching up 
with other rivals by trying to get their 
hands on more crude, Socony in this 
country and Indiana abroad. 

Both of them seemed on the point 
of succeeding. Socony Mobil, with 
plenty of oil abroad, was looking hard 
in the U.S. But last year Nickersen 
still lacked enough domestic oil for his 
American refineries and had to buy it 
on the open market. So the new 
quotas caught Nickerson off base, and 
only sharp cost-cutting enabled him to 
keep nine-month earnings ahead of 
ithe level of 1958. 

So, too, with Frank Prior, who has 
oil neither here nor abroad. Last year 
alone, Prior brought in 55 new wells 
in Argentina and was wildcatting 
in the Persian Gulf area. But he was 
in no position to start marketing oil, 
found himself saddled with heavy ex- 
ploration and development costs when 
there was already more foreign crude 
than could be marketed. 


Squeeze on Refiners 


How about the refiners? In theory, 
the swing in the balance should have 
made little difference to them. What 
did it matter whose oil they had to 
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REFINERY SPHERES: 
the ‘spread’ narrowed 


buy to make good the deficit in the 
supplies for their refineries? 

But it did make a difference. With 
supply exceeding demand, oil prod- 
ucts’ prices weakened. As a result, 
the refinery “spread” (i.e., share of 
the final selling price) narrowed from 
92c a barrel to as low as 78c. 

For most of them, moreover, the 
quotas had been a serious blow. After 
long years of making only the low 
profits of the refiner, they had finally 
been able to make their way abroad, 
where oil is far cheaper to find and 
develop than in the U.S. (see chart). 
Both Sun and Atlantic, as one ex- 
ample, had uncovered vast floods of 
it in Venezuela’s Lake Maracaibo. 

Particularly hard hit were able 
Chairman Percy Spencer and Presi- 
dent Edward L. Steiniger of Sinclair 
Oil. By dint of much hard work 
they had brought their longtime 





Oilman’s Conundrum 


Oilmen could solve many of their 
problems by using foreign oil, which 
is far cheaper to find than domestic 
crude. But Government quotas pre- 
vent them from really tapping this 
rich trove. 

















crude deficit refiner close to self- 
sufficiency. Given a little more time, 
Sinclair’s great new concessions in 
Venezuela would have produced 
enough oil to feed a large part of the 
company’s refining capacity. Says 
Vice Chairman James E. Dyer: “We 
were well on the road to self-suffi- 
ciency when we were set back.” 


Getty’s “New Company” 


They struck an even harder blow at 
President George F. Getty II's Tide- 
water Oil. The quota cutbacks threw 
a monkey wrench into Tidewater’s 
cleverly worked-out plan to run its 
magnificient new Wilmington, Del. 
refinery on cheap crude, imported en- 
tirely by sea. Atlantic Refinery, Sun 
Oil, Cities Service, each in its own 
way striving for self-sufficiency in 
crude, all suffered in similar ways 
from changes in quotas. 

Such a situation put the big refiners 
on their mettle. Getty, son of oil 
billionaire Jean Paul Getty, was one 
who came out with flying colors. De- 
spite the fact that his new $200-mil- 
lion refinery was cut off from most of 
Getty Oil’s foreign crude, Getty man- 
aged to push Tidewater’s per share 
earnings to $1.85 for the first nine 
months, vs. a loss of 19c in the same 
period of 1958. Declared he: “We've 
got a brand new company.” 

Getty apparently had turned the 
trick by showing a good deal of ingen- 
uity. He had, for example, swapped 
some of his own crude (for which 
he had no nearby refinery capacity) 
for other companies’ foreign crude 
which he could use to advantage at his 
East Coast refinery. He had also ap- 
plied new engineering techniques to 
his 40-year-old Kern River oil field 
in California to bring output to new 
high levels. 

Spencer, too, was meeting Sinclair’s 
problems head on and making consid- 
erable progress against them. He had 
fashioned for Sinclair the industry’s 
most efficient pipeline and marketing 
system. Last year this insurance 
policy paid dividends. It was a market 
in which every penny counted, and 
Spencer was thus able to count on his 
distribution network to give him a 
cost advantage over hard pressed 
rivals. “Remember,” notes Dyer, 
“these are days when every penny 
counts.” By counting them carefully 
Spencer managed to pull nine-month 
earnings ahead of 1958's. 


Pew’s Versatile Pumps 


At the same time, Sun’s Chairman 
Joseph Pew Jr., who was hit in the 
third quarter of the year, was working 
overtime to lure customers into his 
gasoline stations. Pew was spending 
$30 million to install Sun’s “blending 
pimps” at his service stations, and 
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early in the year had the satisfaction 
of seeing his gasoline sales moving 
ahead at a faster rate than the in- 
dustry average. 

President Henderson Supplee’s At- 
lantic Refining had no such trump 
card, admittedly managed to keep its 
profits somewhat ahead of 1958's 
only by trimming expenses to the 
bone. Down, too, were the fortunes of 
Chairman Reese Taylor’s Union Oil 
Co. of California. Union had long suf- 
fered from the decline of production 
in its native state. Failing to move 
quickly enough into new fields, Union 
has produced one of the less sparkling 
records, normally earning a low 8.5% 
on stockholders’ equity. 

Under the conditions that prevailed 
during 1959, Cities Service, by con- 
trast, once again showed why it had 
won a reputation for being one of the 
industry’s better managed companies. 
As a crude deficit refiner, Cities Serv- 
ice was obviously at a considerable 
disadvantage last year. 

But since 1954, Chairman Burl Wat- 
son and Executive Committee Chair- 
man W. Alton Jones had poured no 
less than $62 a common share into 
new plant and equipment. The new 
capital was well spent. Cities Service’s 
efficiency was at a high peak last 
year. Though refiners’ margins were 
squeezed in 1958 and again last year, 
Cities Service was actually doing quite 
well if you counted in its vast inflow 
of depreciation funds on a cash basis, 
Cities Service was refining a cash re- 
turn of nearly 2lc on each dollar of 
stockholders’ equity, handily beating 
both Indiana Standard and Socony. 


Phillips’ Chemicals 


Jones and Watson had put a large 
part of their expansion money into 
plants for turning oil into petrochemi- 
cals and synthetic rubber. New end 
products, in other words. Phillips 
Petroleum Chairman Kenneth S. 
Adams was also counting on petro- 
chemicals to help him out of the profit 
squeeze. “Boots” Adams expanded 
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heavily into carbon black, uranium, 
potash as well as chemicals and plas- 
tics. Result: ordinary petroleum mar- 
kets were weak, but Phillips put on 
one of the best 1959 showings of any 
big oil company, turned out an esti- 
mated profit of $3 a share, its best 
ever. 

Shell’s President Hendry S. M. 
Burns also was able to do a good deal 
better than might otherwise have been 
expected. He, too, had expanded 
heavily into chemicals. With their fat 
profit margins, Shell could afford to be 
generous to stockholders even though 
1959 was not a particularly good year. 
Near year’s end, Burns announced 
that Shell proposed to split its stock 
2-for-1, and raise the dividend on the 
present shares from 50c a quarter to 
55c. 

For sheer flexibility and ingenuity, 
however, Continental Oil’s President 
Leonard McCollum had few peers. 
Heavy on domestic reserves, Con- 
tinental was able to laugh off the 
worse effects of the quota restrictions, 
report the best earnings improvement 
(probably more than $3 a share, vs. 
$2.38) over 1957 of any big oil com- 
pany. 

One of the smaller of the majors in 
size, Conoco was far from being last 
when it came to sheer improvisation. 
At year’s end McCollum’s hopes re- 
mained high for his methane tanker. 


PETERSEN 


McCOLLUM 


He planned to use it for opening a vast 
new market by shipping liquefied gas 
from areas where gas is now being 
wasted to Europe and other areas 
which can use it for cheap industrial 
power. 


How Long? 


As the year ended, even the most 
optimistic oilmen admitted that the 
industry was in for at least a few more 
years of trouble. On Wall Street there 
were even those who felt that things 
would never be the same for the long- 
prosperous oil industry. What with 
political troubles in big producing 
areas, they felt, the squeeze on profits 
would prove chronic. Not that anyone 
doubted that markets were growing. 
But so were the capital costs of sup- 
plying pipelines, tankers and refin- 
eries. It remained, therefore, an open 
question as to whether the new 
markets would be as profitable as 
the old. 

One bright spot, not realized even 
by many Wall Street analysts: the 
international companies, as well as 
the refiners who had gone abroad, no 
longer had to worry about a Nasser 
closing off the Suez Canal or a 
Venezuelan junta raising the taxes. 
Oil had come to the surface in so 
many nations around the globe that 
trouble in one merely meant that the 
tap would be opened a little wider in 
another. 

If the projected new demand ma- 
terializes, moreover, many fears will 
vanish. Still, some things were 
changed permanently. It probably 
would never again be enough simply 
to have cheap crude. You would have 
to have it in the right place at the 
right time—and what might be the 
right place this year might not be so 
next. You would have to be flexible 
and you would have to use ingenuity. 

Fortunately the industry in most 
cases last year showed no lack of 
either. Hence things last year were 
not so bad as they might have been 
and the future not so frightening. 


SUPPLEE 
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STEEL 


AFTER THE STRIKE, WHAT? 


Steel was in good shape when the walkout 
came—and ought to be in good shape for 


at least a 
finally settled. 


ear after 
But 


the strike is 


i?s the longer- 


term future that has steelmen worried. 


From behind the smokescreen of rhet- 
oric and propaganda fogging the steel 
strike issues last year, one basic fact 
stood forth with steel-hard clarity. It 
was simply this: the steel companies 
were fighting hard against an infla- 
tionary wage increase chiefly because 
they knew they could no longer pass 
higher costs on to their customers. 

“For the first time since the war,” 
was the way one investment banker 
close to the industry put it, “steel 
management can’t pass the buck. 
They’re worried about losing markets 
to aluminum. They’re worried about 
imports in such products as wire, bars, 
pipe and structurals. And—don’t kid 
yourself—they’re worried about de- 
mand once the strike backlogs get 
worked off. 

“The truth is,” said he, thumping 
the polished surface of his desk for 
emphasis, “steelmen just don’t think 
they can make another price increase 
stick.” 

Privately most steelmen agreed with 
this Wall Streeter’s diagnosis. At 
least one of them expressed open 
agreement with it. When a Forses 
reporter repeated the moneyman’s 
words, Republic Steel’s outspoken 
Chairman Charles M. White replied, 
“Of course. That's it exactly.” - 

Was this, then, the apparent end of 
the line for steel’s wage-price spiral? 
That remained to be seen. But con- 
sidering the strength of feeling on the 
subject, it was easy to understand 
why the industry was able to hold its 
remarkably solid front in labor ncgo- 


FORBES, JANUARY 1, 1960 


tiations, even under considerable 
pressure and temptation to give in. 
Pressure came from the Government 
mostly. But as the strike wore on, 
even customers who backed the in- 
dustry on principle began muttering 
about their own dollar losses. 


In Fighting Trim 


Fortunately for the industry, it was 
in remarkably good shape to hold out. 
Excepting only Kaiser (which settled 
separately in October), every major 
company in the industry earned 
enough profit in the pre-strike period 
to see it through the full year. Not 
one had to write its annual reports in 
red ink. 

US. Steel, the biggest of them all, 
figured to end the year with earnings 
per share near $4.50, just 12.3% under 
1958, despite a whopping $31-million 
loss in the third quarter. Crucible 
Steel, smallest of the top eleven, ac- 
tually doubled its net over 1958. All 
told, five of the ten major companies 
(not counting Kaiser) finished the 
year substantially ahead of 1958, and 
the other five came surprisingly close. 

Then, too, there was the probability 
that for every $1 of sales lost during 
the strike, at least 90c would be gained 
back when the strike was finally over. 
In fact, given a final settlement, there 
was a better than even chance that 
the industry could keep going through 
most of 1960 at full capacity. The best 
estimates forecast ingot production of 
close to 130-million tons, easily top- 
ping 1$55’s record 117 million. 


Why, then, the stubbornness at the 
bargaining table? Why the insistence 
on tighter work rules as a pre-condi- 
tion of another wage boost? There was 
a very good reason. Granted a reason- 
able settlement, it is true, steelmen 
had few worries for 1960. For the 
years beyond, however, the picture 
was not so clear. “Golden Sixties” or 
not, the years to 1970 promised to be 
a buyer’s market so far as steel was 
concerned. Imports in certain lines 
seemed likely to become a minor but 
rather permanent competitive threat. 
Large foreign markets had probably 
been lost for good. Current over-all 
capacity was probably more than 
ample for at least the next few years. 
So it was that steelmen were willing 
to fight in 1959, and if necessary into 
1960, in order to remain competitive 
for the decade ahead. 

But what of the individual com- 
panies? Such is today’s economy that 
price (thanks to Big Steel’s effective 
price leadership) and wages (thanks 
to industrywide collective bargain- 
ing) are pretty much the same for 
everybody. Excepting wages and 
prices, however, the steel industry is 
highly competitive and no two com- 
panies are alike. 

Where .. . and What? 

Republic, for example, is largely 
concentrated in the Middle West, and 
is primarily a manufacturer of light 
steels for the auto industry, for ware- 
house inventories and a well-balanced 
list of other users. Bethlehem, hud- 
dled in the East, has fully one third of 
its capacity in plates, structurals and 
other heavy products and depends 
heavily on the state of capital goods 
demand. National Steel concentrates 
on light rolled steel, sends the bulk of 
its output either to Detroit for cars or 
to food packers for tin cans. Only 
Chairman Roger Blough’s U.S. Steel 
blankets the industry, but even Big 
Steel is somewhat small on the West 
Coast. 

Obviously, location close to markets 
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U. S. Steel 

Bethlehem 

Republic 

Armco 

Jones & Laughlin 

National 

Inland 

Youngstown Sheet & Tube declined 
Kaiser 6.2 
Wheeling 0 
Crucible declined 


2.1% 
3.5 
declined 
8.6 
declined 
declined 


declined 


is almost the major competitive factor 
in so heavy a freight item as steel. 
Not surprisingly, therefore, Big Steel’s 
new President Leslie Worthington 
had scarcely got behind his new desk 
as president and chief administrative 
officer before he was reported as say- 
ing that U.S. Steel was thinking about 
remedying its main geographical 
weakness by building a “new Fairless 
Works” on the West Coast. 


Think Big 

That represented big thinking, in- 
deed. The original Fairless Works, 
which started up in 1952 northeast of 
Philadelphia, cost U.S. Steel a cool 
$500 million, not counting subse- 
quent additions. At year’s end, The 
Corporation had not confirmed the 
report. But Worthington, who ran 
U.S. Steel’s Columbia-Geneva Works 
in Utah before he became president, 
knows the fast-growing West Coast 
market like a book. On the strength 
of U.S. Steel’s brilliant post-war per- 
formance, a major move in the West 
seemed only a matter of time. 

If any of the major companies 
needed a major move, it was second- 
ranking Bethlehem Steel. Like Re- 
public and U.S. Steel, Bethlehem 
wasn’t hurt too badly in the profit 
department last year. But in recent 
years it has failed to match US. 
Steel in basic profitability. 

Behind the lag were some economic 
facts of life that Bethlehem had long 
lived with. They were not easy to 
change. All of Bessie’s ingot capacity 
(15% of the industry total) lay east 
of Pittsburgh, an area with steel to 
spare. By comparison, U.S. Steel’s 
capacity (28%) was far better dis- 
tributed—32% in the steel-deficit 
Chicago district, 10% in Alabama, 10% 
west of the Mississippi. Bethlehem’s 
stake in ship- and freightcar-build- 
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ing, among other things, made it more 
vulnerable to shifting capital goods 
demand than US. Steel. 

President Arthur B. Homer knew 
these problems better than anyone 
else, of course. To get into the Mid- 
west and increase his share of lighter 
steel markets, he had tried to merge 
with sixth-ranking Youngstown Sheet 
and Tube. He was opposed by the 
Justice Department’s trust busters, 
however, and in late 1958 the Federal 
Courts put the seal of doom on the 
merger. Meanwhile, Homer had quiet- 
ly been buying up choice waterfront 
property in Indiana. The industry was 
betting that if he couldn’t get into the 
Midwest the easy way, through a 
merger, Homer was determined to do 
it the hard way, from the ground up. 
As Chairman Eugene Grace had put 
it: “We didn’t buy that property just 
to put a nice bird sanctuary there.” 
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A picturesque phrase was no sub- 
stitute for decisive action, but it clear- 
ly showed, at least, that Bethlehem 
was alert to the need for it. 

Had Bethlehem been sitting in 
Kaiser’s market it could have afforded 
to sit still. No company was plumb in 
the midst of a more promising market 
than Kaiser Steel Corp. Starting with 
some basic steel-making capacity and 
a plate mill they built at Fontana, 
California during the war, Henry J. 
and son Edgar have built Kaiser Steel 
into the industry’s ninth largest pro- 
ducer in just 15 years. 

Now the only intergrated producer 
on the coast itself, Kaiser has poured 
in $500 million since 1943 to boost 
ingot capacity sevenfold (to 2.9 mil- 
lion tons) and build diversified finish- 
ing facilities (plates, structurals, sheet, 
tin plate, pipe). 

With a large assist from The First 
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Boston Corp., which handled most of 
the financing, Kaiser paid for all this 
by running up an extraordinarily high 
long-term debt of $232 million (thus 
owing more dollars than any other 
company in the industry except U.S. 
Steel). With his interest charges run- 
ning at a crushing $1 million a month 
on top of another $1 million a month 
for debt retirement last year, it was 
small wonder that Chairman Edgar 
Kaiser, after sticking it out as long 
as he could, finally had to break away 
and sign a separate labor contract in 
late October. 

Beneath such surface troubles, how- 
ever, Kaiser did well. Stripping away 
the complexities of bookkeeping and 
looking at cash flow rather than re- 
ported profits, Kaiser stood second 
in the industry over the five years 
1953-58 in its return on equity. Its 
cash flow (net profits plus deprecia- 
tion) amounted to nearly 26% on 
stockholders’ equity. Only Inland, 
with a 33% cash return, did better. 
Bessie, by comparison, earned a cash 
return of just under 20% on equity, 
and Big Steel a bit less than 23%. 


The Rebirth of J&L 


Kaiser, of course, was helped by one 
of the best locations in the industry. 
Obviously, there was not much that 
even the best management could do 
about a major plant being in the wrong 
place. It can hardly load a steel mill 
on flat cars and carry it somewhere 
else. But product markets count as 
well as geographic ones. In this field, 
good management can make some very 
wise and very important decisions. 
Take Jones & Laughlin, for example. 
The strong showing J&L made in 
the pre-strike months of 1959 was the 
payoff of a ten-year, $676-million pro- 
gram. 

About three quarters of that vast 
sum had been spent to improve finish- 
ing facilities. Expansion of basic steel- 
making plant only got what was left. 
“What's the use of making a cheap 
ingot if you’ve got no place to sell 
it?” was the way President Avery 
Adams explained his philosophy. J&L 
stepped up its capacity in flat-rolled 
and tubular products and in stainless 
and other high-alloy steels. It cut 
down its dependence on less profitable 
steel products such as wire, cold- 
finished bars and—least profitable of 
all—semi-finished steel. And despite 
the priority given to finishing facilities, 
J&L managed to boost its ingot ca- 
pacity some 66% over the same ten- 
year period (to 8 million tons). 
Adams’ new facilities paid off hand- 
somely in 1959 despite the strike, as 
J&L’s net per share jumped from $2.79 
to an estimated $3.50. 

With this behind him, Adams was 
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SMOKELESS STACKS: 
end of the price spiral? 


able last year to shift emphasis from 
finished products to basic steelmaking, 
kicking off with a $50-million program 
to modernize his Cleveland Works. 
Adams was building there two “basic 
oxygen” furnaces to replace eight old 
open-hearths. These furnaces are de- 
signed to turn out steel at the rate of 
100 tons per hour, compared with an 
industry-wide “best practice” rate of 
40 tons per hour in modern open 
hearths. Not only should produc- 
tion costs be lower, said Adams, 
but the process requires a smaller 
investment per ton of capacity. “Basic 
oxygen,” said he flatly, “is the only 
major breakthrough at the ingot level 
since before the turn of the century.” 

Not many blocks away in Pitts- 


END OF THE LINE? 


As Wall Street sees it, the steel in- 
dustry’s tough stand ot the bargain- 
ing table last yeor was ot least as 
much a matter of necessity as of 
principle. Since World War Il, steel- 
men had always been able to raise 
prices to offset rising labor and other 
costs. But now they fear prices are 
up against a ceiling because of in- 
creased competition from imports 
and other materials. Thus they doubt 
their ability to pass higher wage 
costs to their customers. 











burgh’s Golden Triangle, George 
Magoffin Humphrey was running Na- 
tional Steel Corp. which had long 
been what J&L was trying to become 
—one of the industry's prime pro- 
ducers of flat-rolled products. 

With 47% of capacity unaffected by 
the strike (thanks to a non-striking 
independent union at its big Weirton, 
W. Va. mill), National’s road was 
relatively smooth. Weirton’s freedom 
from labor trouble plus a full-blast 
first six months for his Great Lakes 
division, enabled Chairman Humphrey 
to chalk up earnings per share of 
about $7.25, a whacking 51% better 
than 1958. 

But Humphrey, as it happened, 
wasn’t letting National coast last year 
—as it had too often in the past. He 
set about neatly solving two inter- 
connected problems. One problem was 
that he was at a competitive disad- 
vantage in the strong Chicago market 
for flat-rolled products. Without fa- 
cilities there, he had to ship from his 
Great Lakes division in Detroit and 
thus his steel carried higher freight 
costs. The other problem was that the 
Detroit plant itself was using its ingot 
capacity unevenly because of the ups 
& downs of seasonal and year-to-year 
demand from the auto industry, its 
best customer. 

Instead of building a whole new 
plant near Chicago at prohibitive ex- 
pense, however, Humphrey budgeted 
$100 million to build just finishing 
facilities alone. He planned to feed 
it with ingots which Detroit would 
turn out during its slack periods. Re- 
sult: a cure for Detroit’s seasonal 
fluctuations and a competitive handi- 
cap at one stroke, at minimum cost. 
“This move,” said Humphrey, “per- 
mits us to grow very much better 
without growing very much bigger.” 


Watching the Seas 


In the rich Chicago market itself, 
a few steelmen were finally waking 
up to a problem that up to last year 
had scarcely seemed worth talking 
about. Inland Steel’s Chairman Joseph 
Block, for example, with 20% of the 
Chicago area’s ingot-making capacity, 
began to worry about steel imports. 
In 1959 an estimated 200,000 tons of 
European finished steel products 
came into the Port of Chicago alone 
through the St. Lawrence Seaway. 
This was four times as much as in 
1958 and nearly 20 times the amount 
in 1957. The total might well have 
been higher, jubilant importers claim, 
if port facilities there had been bigger. 
As it was, added foreign steel was 
finding its way into Chicago by barge 
from New Orleans. 

Imports or no, Block ended 1959 
with earnings per share within 10% 
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of the $2.77 he had netted in 1958, and 
ne thought 1960 could be a record year 
for himself and the industry. But he 
was in no mood to brush off the im- 
port trend, especially since 45% of 
Inland’s finishing capacity is in such 
heavy hot-rolled products as struc- 
turals, plates and bar-mill items—the 
very products that are showing some 
of the fastest growth in the import 
market. 

The effects of the import wave rip- 
pled elsewhere. Out in Middletown, 
Ohio, Armco Steel Corp. Chairman 
Ralph Gray had long kept a wary eye 
on steel imports. But his wariness 
turned to alarm after 1958 when he 
acquired National Supply Co., the na- 
tion’s No. One supplier of oil and gas 
field equipment. 

National Supply normally gets up to 
half its total sales volume from tubu- 
lar products. Last year, with well- 
drilling and oil and gas pipeline 
construction somewhat below record 
levels, Gray also had to contend with 
European producers delivering pipe in 
Houston at a frightening 20% under 
comparable domestic prices. He was 
also being driven out of foreign mar- 
kets, where National Supply once sold 
20% of its output. Thus Armco was 
reaping more headaches than rewards 
last year for the fat chunk of stock 
(2.8 million shares) it had plunked 
down for National Supply. 

In other respects, however, Armco 
was Armco last year—that is, a 
tightly-run producer with some 60% 
of its finishing facilities in profitable 
flat-rolled carbon and alloy products. 
It also kept its reputation for having 
one of the best labor relations records 
in the country. Able to keep nearly 
half its capacity running throughout 
the strike, Armco, ranking eighth in 
ingot capacity, ranked fourth in sales 
in 1959. Its earnings per share ap- 
proached $5, some 25% or more better 
than the year before. 


On the Move 


Though at least as heavy in oil 


THE IMPORT STORY— 


U.S. steelmen actually fear foreign 
competition more as a symptom 
than for fear it will put them out of 
business. They take it as a sign that 
U.S. costs and prices are getting out 
of line. Thus steel imports, though 
still relatively small, were already 
on the rise even before the strike 
shut the mills. 
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country goods as Armco, but unable to 
move a pound of product during the 
strike, Youngstown Sheet and Tube 
performed remarkably well last year. 
Despite a $7-million loss in the third 
quarter, the company was expected to 
report earnings per share of about 
$7.50, a full 20% better than 1958. A 
generous share of the credit clearly 
belonged to Chairman J. L. Mauthe. 
Mauthe had not sat around waiting 
for a decision on his merger with 
Bethlehem. Even in the midst of try- 
ing to merge with Bessie, Mauthe 
had firmly pushed expansion pro- 
grams, notably at his Indiana Harbor 
Works near Chicago. As a result, he 
broke every record on the company 
books through the first half. 
Probably nothing in steel last year 
showed the crucial importance of what 
you made more clearly than the 
sharply divergent showings of Cru- 
cible and Wheeling Steel. Crucible’s 
product mix, heavily weighted toward 
high-price alloy steel specialties, had 
a lot more built-in profit leverage than 
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Wheeling’s lower-priced products. 

Last year, with alloy capacity booked 
solid, Crucible President Joel Hunter 
stood to earn some $2 per share, twice 
as much as he did in 1958. Wheeling, 
by contrast, ended the year with an 
estimated net of $3 per share, nearly 
20% below the year before. While 
having no trouble shipping all he 
could make most of the year, Wheel- 
ing President William A. Steele had 
products (galvanized sheet, pipe, and 
finished specialties) which carried no- 
where near Crucible’s fancy price tags. 


The Rich Get Richer? 


Both Wheeling and Crucible had 
this much in common, however: de- 
spite their big size in comparison with 
many companies in other lines, they 
were puny compared with the giants 
in their own industry. Steel is an in- 
dustry where giants are only medium- 
sized and medium-sized outfits are 
small. It is an industry which requires 
enormous amounts of capital to mod- 
ernize plants or buy new ones. For 
example, it costs U.S. Steel no more 
to build an electric furnace than it 
does Crucible Steel. Yet in any given 
year, Roger Blough can count on 30 
times the cash flow that Joel Hunter 
can. Thus, some steelmen flatly state 
that smaller companies are doomed 
to become marginal producers unless 
they can get solidly into specialty 
products as Crucible’s Hunter has 
struggled manfully to do. 

Still, in the steel market that is 
shaping up for the 1960s, size alone 
will be no guarantee of success. Cut- 
throat competition is probably out— 
sheer self-interest dictates an orderly 
market for big companies and small 
companies alike. Nevertheless, in 
terms of location, product mix, inroads 
by rival materials, the market prom- 
ises to be a competitive one. The 
modernization and selective expansion 
it will require are going to take big 
money. Under those circumstances, 
only the really well-managed com- 
pany will make out. 


ADAMS 
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PAPER 


MEANS TO WHAT END? 


Ample capacity is good to have, better yet to use. 
But it is wonderfully inconsistent to complain, 
as the papermakers are wont to do, that they 
have an excess of plant, and then build more. 


Some MEN look back at one high point 
in their lives and ever afterward 
measure everything against it. No less 
liable to that human tendency are 
the nation’s papermakers. Their high 
point was 1956, when they ran their 
plants above their rated capacity and 
earnings soared. The papermakers’ 
thinking has never been the same 
since then; 1956 has cast a very long 
shadow. 


Margins of Discontent 


That discontent continued to shadow 
the papermakers’ doing last year. 
Operating at 91% of capacity—cer- 
tainly no mean rate—they sold more 
paper, pulp and paperboard for more 
money than ever before. But the net 
result was less profit—a lot less profit 
—than they had made in glorious 1956. 
On average, the top ten papermakers 
in Forses’ survey earned 30% less 
than in their peak year, even though 
prices on their product have since 
risen about 3%. 

A bit defensive about that short 
fall, the papermakers’ attitude is 
pretty much that of a famous baseball 
team: “Wait until next year!” What 
they mean is that when demand again 
matches capacity, they will be in a 
position to show the world some real 
profitability. 

It may be quite a long wait. “An- 
nounced plans for expansion in the 
paper industry,” observes Crown Zel- 
lerbach’s President Reed O. Hunt, 
“amount to an increase of between 6% 
and 7% of total capacity through 1961. 
The industry’s historic growth rate 
has been in the range of 3% to 4% 
annually.” 
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If the industry continues to follow its 
present pattern of building plant well 
ahead of demand, it means that when 
demand reaches the 45 million tons 
projected for 1965 (up from 34 million 
tons last year), the probability is that 
capacity will have advanced even 
faster and will still be substantially 
ahead of it. 

Is a return to 1956’s profitability 
then at all a normal likelihood? 
“Not without the appearance of an 
emergency of some kind,” says West 
Virginia Pulp & Paper’s President 
David Luke, “which I certainly don’t 
foresee.” “In any case,” adds Crown 
Zellerbach’s Hunt, concerning the 
period that ended with 1956: “Opera- 
tions at 100% of capacity were ab- 
normal. Those conditions may never 
return again.” 

Yet, as was clear last year, what is 
true of the whole is not necessarily 
true of the parts. Three of the ten top 
papermakers last year topped their 
1956 earnings, to set new marks. The 
three: Scott, St. Regis and Kimberly- 
Clark. 


The Measure of Weakness 


In degree, the measure of the other 
papermakers’ failure to recover their 
past earning power was the extent of 
their commitment in newsprint manu- 
facture. Against 91% of capacity op- 
erations industry-wide, the newsprint 
segment operated at an average 83% 
of capacity. The range was wide. 
Earnings of International Paper, 22% 
of its capacity in newsprint, lagged 
their 1956 high by 11%. Those of 
Maine-based Great Northern Paper, 
some 80% of whose output is news- 


print, trailed 1956’s by approximately 
15%. 

Under President Manuel C. Mc- 
Donald, Great Northern finds itself 
isolated as the only major newsprint 
producer located in New England. 
Freight rates being a big factor in 
paper costs, that might seem to be an 
advantageous spot. But last year Mc- 
Donald found himself in a _ tight 
squeeze. On one side were the massive 
Ganadian producers, whose timber 
and power costs are substantially 
lower. On the other were the fast- 
expanding Southern producers, who 
benefit from freight rate advantages 
in part of the market McDonald re- 
gards as his own. Between the two, 
Great Northern Paper was caught in 
the jaws of a great marketing nut- 
cracker. 

Great Northern’s McDonald de- 
serves full credit for one thing: he has 
not been merely sitting on his hands 
waiting for better days. In 1958, when 
six of his 16 paper machines were idle, 
he seized the opportunity to modern- 
ize some of them and convert others 
to production of more profitable spe- 
cialty papers. Four of his machines 
were still idle last year. But the re- 
sults of Great Northern’s efforts with 
the others were beginning to show. 
“The specialty paper we sold last 
year,” notes McDonald with satis- 
faction, “amounted to 20% of our total 
volume, compared with only 15% of a 
smaller total in 1958.” 


Centers of Gravity 


Like all newsprint suppliers serving 
eastern markets, Great Northern is 
faced with a major swing in the center 
of gravity of the newsprint industry 
southward. Because of its position in 
New England, this has faced Mc- 
Donald with a bigger readjustment 
problem than most of its rivals. Yet 
it has even had a considerable impact 
on huge International Paper. Though 
newsprint is only one fifth of its busi- 
ness, International is North America’s 
largest producer of that product, with 
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Crown Zellerbach 

St. Regis 

Kimberly-Clark 

Scott Paper 

W. Virginia Pulp & Paper 52 
Mead Corp. 18.1 
Champion Paper & Fibre 5.7 
Great Northern Paper 3.7 
Minnesota & Ont. Paper 3.5 
*Latest four years. 
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capacity to turn out over 1.2 million 
tons a year. 

For a diversified company doing 
close to $1 billion in volume a year, 
International’s earnings are something 
of a disappointment. The big reason 
seems to be more a concern with 
matching plant for plant the aggres- 
sive advance of Bowater of London, its 
big international rival in the South, 
than for the threat of overcapacity 
hanging over the newsprint industry. 

The result of International’s pre- 
occupation has been to put it in a 
strange position. Matching Bowater 
plant for plant, International has built 
itself into a situation where its newly 
constructed southern miils are com- 
peting with its Canadian mills. North 
of the border, output in International’s 
mills has fallen some 10%. Meanwhile, 
in its southern mills, production has 
been pushed close to the mills’ stated 
capacity of nearly a quarter of a mil- 
lion tons a year. 

The building race has forced Inter- 
national Paper to concentrate on 
maintaining the dominant position it 
has long held in basic paper grades. 
As a result, International has gone 
light on development of more profit- 
able end products. 


Private Realms 


The weakness in newsprint was also 
bad news for Crown Zellerbach and 
Minnesota & Ontario Paper. But both 
have the strength of solid positions in 
private geographic realms. On the 
West Coast, where much of CZ’s busi- 
ness is, Hunt’s company has the better 
of it. His market is growing consider- 
ably faster than that of Minnesota & 
Ontario’s President Robert Faegre, 
which centers in the upper Midwest. 
Faegre’s market for newsprint, in 
turn, is growing faster than Great 
Northern’s. 
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Less than one fourth of Crown 
Zellerbach’s volume is newsprint; per- 
haps one third of M&O’s is that com- 
modity. Both companies have some 
offset, however, in building materials 
sidelines. Last year Crown Zeller- 
bach’s lumber output was down 10% 
from its 1958 peak due to a three- 
month strike, but plywood sales have 
shown great gains: 30% in 1958, 17% 
last year. Meanwhile, in the past two 
years alone M&O’s building materials 
sales have grown significantly from 
26% to 34% of its business. 

Both outfits have tried manfully to 
relieve the pressure that overcapacity 
in newsprint has applied to their earn- 
ings. At Minnesota & Ontario, Robert 
Faegre has spent $38 million—an 
amount equivalent to half of his 1958 
sales—to expand his plant 50%. But 
it can be argued that Crown Zeller- 
bach’s Reed Hunt has been consider- 
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ably more imaginative in his capital 
efforts. 

“The most important function of my 
job,” says CZ’s Reed Hunt, “is looking 
ahead.” In so doing, he observed some 
while ago that he had better heed com- 
petitors outside the paper industry as 
well as within it. “One of the most 
significant ‘threats to paper in the last 
few years,” he says, “has come from 
plastics—particularly polyethylene.” 
Reed Hunt had good reason to be con- 
cerned: wrapping papers account for 
over 31% of CZ’s production. 

Particularly in peril seemed to be 
CZ’s profitable business in waxed 
paper, used in wrapping bread. See- 
ing the handwriting on the wall, Hunt 
teamed up with Spencer Chemical to 
produce a polyethylene bread wrap. 
Meanwhile, he determined to plunge 
into the chemical business still further 
by exploring ways to derive chemicals 





LOADING LOGS ON WASHINGTON STATE TREE FARM: 
in the pulpmaking, they still lose half the tree 
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SORTING CUT “WHITE PAPER” SHEETS FOR DELIVERY: 


from the company’s pulping processes. 
“Half the tree,” Reed Hunt concludes, 
“is still being wasted in the pulping 
process.” 


Fleshing Out Earnings 


At International Paper, President 
Richard Doane has been equally alert 
for chances to flesh out earnings. He 
too has been preoccupied with means 
of using research to forestall the in- 
roads of rival industries. “During the 
past few years,” he notes, “there has 
been a quickening within the industry 
of this kind of research. The wood 
cellulose molecule is being probed, 
photographed, irradiated and torn 
apart as never before.” 

There is a catch, of course. Nobody 
can say when or where fundamental 
research would pay off for the paper- 
makers. “Naturally,” admits Doane, 
“we cannot predict where these in- 
vestigations may lead us.” Yet the 
credit can only go to those paper- 
makers who are willing to pay the 
costs of trying. 

At St. Regis, Chairman Roy King 
Ferguson has hit on a quicker solution 
to the problem of lower industry 
profits. St. Regis, in fact, has shown 
the strongest recovery of earning 
power among the major papermakers. 
Last year’s net was an estimated 19% 
above St. Regis’ 1957-59 average earn- 
ings. St. Regis is also among the three 
paper companies which last year 
earned more per dollar of equity than 
they had on average over the five 
preceding years. 

Ferguson’s solution is simplicity it- 
self. He carefully avoids heavy com- 
mitment in any one section of the 
paper industry, converts approxi- 
mately half of all the paper and board 
St. Regis makes into higher profit end 
products. That he can do so is a tribute 
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needed, an extra 10% 


to his foresight. In 1957 and 1958, 
when overcapacity was wilting paper- 
makers’ profits, he raised many out- 
siders’ eyebrows by plunging head- 
long into further expansion. In all, he 
spent $56 million in those two years, 
and in the past three has acquired no 
less than six companies with further 
mergers in prospect. 

But Ferguson’s objective was not 
mere growth. Instead he was bent on 
expanding St. Regis’ converting ca- 
pacity. As a result, last year he was 
able to use his basic paper and board 
and pulp facilities to maximum ad- 
vantage. “The increase in profits,” ex- 
plained Ferguson, “was due mainly to 
greater use we were able to make of 
our plant facilities.” 


White Paper Problems 


Rival Mead Corporation took the 
same route, but with markedly less 
success. Mead’s earnings last year 
probably fell at least 25% below their 
1956 peak, and its return on equity 
last year trailed its five year average 
by a wide margin. 

Mead Corp., however, faces two 
special problems. Many of the 20 
companies it picked up in the past five 
years were acquired for stock, which 
has caused a serious dilution of-earn- 
ings. These companies which Mead 
has thus acquired may yet prove to be 
very profitable additions, but to date 
their earnings have not offset this 
dilution. 

The other problem is Mead’s heavy 
commitment in white papers, chiefly 
printing grades, which account for 
46% of its volume. Though not af- 
fected by overcapacity to the same ex- 
tent as newsprint, white paper is still 
not in sufficiently strong demand to 
permit an adequate increase in prices. 
“White paper prices increased 10% 


last year,” observes Financial Vice 
President Harry T. Mead, “but another 
10% is needed to fully cover increased 
production costs.” 

That needed extra 10% was felt even 
more keenly by Reuben Robertson, 
chairman of Champion Paper and 
Fibre Co. Champion depends on 
printing papers for some 80% of its 
sales. Nevertheless, with the help of 
the 16% of sales obtained from the 
manufacture of high quality paper- 
board for food packaging, Robertson 
was able to boost his earnings last 
year ‘from approximately half their 
1956 level to nearly 80% of it. One 
factor which has helped Robertson 
wring larger profits out of the paper- 
board end of Champion’s business is 
his half-owned affiliate, Dairypak 
Butler, which specializes in food con- 
tainers. Half of all Mead’s paperboard 
is converted by Dairypak. 

Champion’s cash flow per dollar of 
equity is abundant, ranks second only 
to Scott’s among the papermakers. Yet 
with so much of his business con- 
centrated in white paper, Robertson 
is not likely to see new peaks set in 
earnings unless and until there comes 
a major surge in the economy. This he 
does not expect. “I don’t look for boom 
conditions,” says he, “but for the 
establishment of a plateau at a higher 
level. I feel that more stable condi- 
tions like that would be better for the 
industry.” 


ADVERSE LEVERAGE 


WHENEVER the papermakers can inch 
a bit closer to capacity operations, their 
earnings tend to snowball. The reverse 
is also true. Thus between 1955 and 
1958, a 15.7% drop in operating rate 
produced a 36.6% decline in earnings. 
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BUT the papermakers have not been 
getting much such inching leverage 
lately — nor are they likely to. For 
while their sales are growing af a bit 
better than 3% annually, their capacity 
is growing at more than 6% a year — 
even though it already well outruns 
demand. 
Maximum Paper & Board 
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Strong & Stable 


On the face of it, Scott Paper might 
seem more vulnerable than any of its 
rivals. More of its business is con- 
centrated in one basket than any other 
papermaker’s. That, however, is its 
strength. Scott’s ability to keep earn- 
ings strong whatever the state of the 
economy is unequaled by any other 
papermaker. In the 1957 recession 
Scott’s earnings dropped less than 4%, 
and at the end of 1958 it had earned 
$2.75 a share, only 3c less than in 
1956. 

What makes Scott so hot? The an- 
swer clearly is trademarked products. 
Led by the toilet tissues, which make 
up nearly 40% of total sales, trade- 
marked towels, napkins, waxed papers 
and facial tissues together add up to 
81% of total sales. No other paper- 
maker has shown anything like Scott’s 
outstandingly high profitability in 
terms of return on reinvested earn- 
ings: an average 20.9c in the five years 
1953-58. 

Trademarked products kept Scott 
hot again last year. “In the third quar- 
ter,” noted President Thomas B. Mc- 
Cabe, “when sales of trademarked 
products are normally lowest, they 
reached a record for any quarter.” 
What is more, Scott’s security in the 
happy tidings is its complete domi- 
nance of its sector of the market. Scott 
certainly showed no sign of losing it 
last year. 

The same dominance works in 
Kimberly-Clark’s favor. Paralleling 
Scott’s trademarked position in tissues 
is Kimberly-Clark’s in cellulose wad- 
ding. Under a variety of tradenames 
(e.g., Kotex, Kleenex), cellulose wad- 
ding goods account for 60% of 
Kimberly-Clark’s sales. It, in turn, 
dominates the market, supplying sub- 


PAPER BAGMAKING: 
in wrapping up profits .. . 
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POLES APART 


Two extremes in the paper business 
are marked by Scott Paper and 
Great Northern. With four-fifths of 
its volume in consumer goods 
(principally tissues), prosperous Scott 
ignores cycles. Gyrating Great 
Northern, by contrast, gets four-fitth 
of its sales from newsprint — the 
segment of the paper industry where 
overcapacity is greatest. 
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stantially more than half the total 
national demand for such products. 
Kimberly-Clark has similar special 
positions in other lines. For example, 
the company supplies 20% of the na- 
tion’s coated printing paper, 45% of 
its cigarette paper. 

But while Kimberly-Clark bears a 
certain resemblance to Scott in trade- 
marked products, the difference in 
profitability leaves no room for con- 
fusion. At 16.2c on the dollar, Kim- 
berly’s return on equity is far less 
than Scott’s 20.9c. One big reason: 
sharply higher distribution and ware- 
housing costs on Kimberly-Clark’s 
bulkier products. 

Thanks to its substantial volume in 
high-profit branded products, Kim- 
berly-Clark has never lost its old level 
of profitability. Its operating profit 
margin in the year ended April 30 
was 17.3%, or only slightly below its 
18.2% average in the five years 1953- 
58. But Chairman John R. Kimberly 
apparently has set his sights consider- 
ably higher. His objective is to estab- 
lish “package units” producing the 
company’s standard products within 
his major marketing areas. “The plant 
at Fullerton, Calif.. now being ex- 
panded, is the first of a series,” prom- 
ises Kimberly. “And,” he adds, “it is a 
very successful operation.” Kimberly 
also has high hopes for one of his most 
recent products: Kaycel, a paper 
fabric. 


Too Bad, Weavers? 


Yet nobody has higher expectations 
of paper textiles than West Virginia 
Pulp & Paper’s President Luke. 


“There is no question about it,” says 
Luke. “The papermakers will invade 
the textile markets.” And the reason 
for Luke’s confidence: “The cost of 
the paper is less than the cost of 
laundering,” says he. 

Luke’s candidate for success is pat- 
ented, stretchable “Clupak,” the rights 
to which he owns equally with Cluett, 
Peabody. To date, Clupak’s major use 
has been as a substitute for regular 
kraft in multiwall and grocery bags. 
Just two years after the start of pro- 
duction, Clupak now accounts for 
some 60% of West Virginia’s total 
kraft paper output, which in turn 
accounts for about 15% of its total 
sales. On top of this, West Virginia 
is entitled to royalty fees from the 
eight other major kraft producers who 
are licensed to produce Clupak. To- 
gether with West Virginia, they ac- 
count for some 65% of total national 
kraft capacity. 

Clupak may turn out to be what 
Luke has long been looking for: a 
product which will lift West Virginia’s 
earning power to a higher normal 
level. That remains to be seen. As of 
now, neither Clupak nor the approxi- 
mately $180 million West Virginia has 
spent on expansion since 1949, nor four 
major acquisitions, have been able to 
lift its earnings above 1950’s record 
$3.23 per share. Last year West 
Virginia earned roughly 30% less than 
it did in 1956. 

Those projects fail to exhaust Luke’s 
ideas about the potential of the paper 
industry. Like Doane, he has his eye 
on the unused half of the log. “We 
are on the threshold of a new chem- 
ical industry based on wood waste,” 
declares he. 

One thing at least can be said for 
Dave Luke: he has been in there 
trying. 


PLYWOOD “PEELING” OPERATION: 
... it helps to have a sideline 
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METALS 


A NEW KIND OF MARKET 


The metals market has changed drastically these last few 
years. Those who have learned the new ways flourished in 
1959—abor troubles and overcapacity notwithstanding. 


‘Tue Bic thing to remember about the 
metals business today,” a veteran of 
the trade said recently, “is that it 
isn’t just a production man’s business 
anymore.” The metals companies that 
kept this in mind did well last year. 
Those that forgot it did not. 

Time was when a metals producer 
would turn out as much as he could 
at a profit, without thought for its 
effect on the market. Metalmen would 
think nothing of cutting prices if it 
would increase their share of the 
market. They thought even less of 
raising them sharply when the market 
would take higher prices. 

In this setup, the production man 
was the real boss. Salesmen, research 
men and the like hardly counted. Be- 
hind all this was the philosophy that 
there wasn’t much the producers 
could do about demand or about the 
market itself. That was beyond your 
control, almost an act of God. 

The results, predictably enough, 
were wildly fluctuating prices, even 
more volatile earnings and a total 
market that did not grow as rapidly 
as it might have. But things changed. 
Competition remained, but of a differ- 
ent kind. Instead of cutting prices to 
get business, progressive companies 
tried to increase their volume by in- 
creasing the total size of the market. 

Kaiser Industries’ Director Henry 
J. Kaiser Jr. put it very well. He told 
the National Association of Aluminum 
Distributors: “We've got to get on with 
creating new sales, not just filling 
orders.” International Nickel’s Chair- 
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man Dr. John Thompson had the 
same idea. “You have to create a 
market. As for nickel, it has to be 
sold twice. First you must sell the 
primary metal and then you must 
help the manufacturer sell his prod- 
uct.” 


Aluminium Drops Back 


This lesson was dramatized last 
year by the contrasting fortunes of 
Reynolds Metals and Aluminium Ltd. 
In the prosperous but highly competi- 
tive economy of 1959, Reynolds, a 
pioneer at finding and creating new 
markets, was in its element. Alumin- 
ium, in contrast, had been nothing like 
as successful in finding an outlet for 
its ingot. Reynolds. of course, fabri- 
cated over 70% of its metal itself, 
into such products as _ sheet, foil, 
shapes and wire. Aluminium tried to 
sell most of its metal to outside fabri- 
cators. As a result of this, Alumin- 
ium’s output, 700,000 tons in 1955, had 
to be cut back to 525,000 tons in 1959. 
Reynolds, on the other hand, increased 
its sales from 425,000 tons in 1956 to 
530,000 tons in 1959. 

Success, however, was by no means 
limited to U.S. aluminum companies. 
Canada’s International Nickel set 
about creating new markets and 
reaped last year a just reward for its 
enterprise. 1959 turned out to be a 
surprisingly good year for Inco. Earn- 
ings virtually doubled to an estimated 
$5.40 a share. This was all the more 
to be commended, since its best cus- 
tomer, the U.S. steel industry, was 


virtually shut down for a full third of 
the year. 


Making Your Own Market 


Success, therefore, depended large- 
ly on selling. This was really nothing 
new for aluminum companies. They 
have always created their markets, 
edging into copper’s traditional domi- 
nance of electrical cable, steel’s of 
boilers and storage tanks and replac- 
ing such oldline materials as wood, 
brick and gypsum in construction. 
Last year builders used 40% more 
aluminum than in 1958. The aluminum 
companies have also carved out whole 
new markets such as aluminum foil. 

So it surprised no one that the 
aluminum industry forged ahead 
faster than the rest of the economy 
last year. Output climbed over 25% 
to 1.97 million tons. What was some- 
what surprising, however, was that it 
was not a record year for aluminum 
profits. Nor for all producers. 

Through the summer there was a 
rush to buy aluminum, but when the 
aluminum producers, by a certain 
statesmanlike flexibility, avoided a 
strike, orders fell off sharply. Capacity 
in the U.S. and Canada had increased 
from 2.54 million tons at the end of 
1956 to 3.20 million tons by the end of 
1959. With all this extra capacity, the 
industry in the last quarter operated 
at less than 80% of full rate 


Alcoa’s Setback 


Alcoa, the industry leader, particu- 
larly felt the pinch. In recent years, 
in fact, the Aluminum Company of 
America has seemed somewhat less 
aggressive than its rivals in promoting 
new markets. Its output of primary 
aluminum fell from 750,000 tons in 
1956 to not much over 600,000 tons last 
year. With the acquisition of Rome 
Cable, President Frank Magee brought 
Alcoa’s sales volume back to the $850 
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million level of 1955-57. Profits, how- 
ever, lagged, and Alcoa earned barely 
half the 14% return on stockholders’ 
equity that it had rung up regularly 
a few years ago. 

One example of Alcoa’s faltering 
leadership in the industry last year 
was the humiliating reverse it suffered 
at the hands of Reynolds in Britain. 
After a rumpus that split the City of 
London, Reynolds’ President Richard 
Reynolds beat Alcoa and its invest- 
ment banker friends to get control of 
British Aluminium as a captive market 
for Reynolds’ pig and ingot. Alcoa 
struck back by going into partnership 
with Britain’s $2-billion assets Imper- 
ial Chemical Industries which fabri- 
cates aluminum in Britain. But the 
initial defeat stung nonetheless. 


The Invasion of Britain 


Reynolds’ and Alcoa’s activities in 
Britain were harsh news for Alv min- 
ium Ltd’s President Nathanael Vining 
Davis in Montreal. He had always 
looked on Britain as his particular 
cabbage patch, and exports, jam to 
Reynolds and Alcoa, were bread and 
butter to Aluminium. In the last five 
years Britain has taken some 30% of 
Aluminium’s Canadian output. 

Aluminium Ltd. seemed last year 
almost a classic example of a company 
out of gear with the facts of the cur- 
rent market. Davis had always argued 
that if he harnessed the water power 
of the Canadian wilderness he would 
be able to make (and export) alumi- 
num cheaper than any of his competi- 
tors. So he built dams and tunneled 
rivers through mountains. 

Time proved him right. Last year 
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Aluminium still produced the cheapest 
aluminum ingots. It had the cheapest 
power (it takes 10kwh of electricity 
to produce a pound of aluminum), and 
plants that equaled anybody’s in effi- 
ciency. Aluminium absorbed the U.S. 
tariff and still made a good profit on 
U.S. sales. In 1958, in fact, it had been 
able to force down the price of alumi- 
num 2¢ a pound. Unhappily, Davis 
was rather like a chess player build- 
ing up a position in one part of the 
board, while neglecting his opponent’s 
combination in another. At first Davis 
was able to sell his pig to rival U.S. 
producers of primary aluminum, Alcoa 
and Kaiser among them, as well as to 
the independent fabricators. 


Customers Smelt Their Own 


But primary producers were not 
likely to buy from Aluminium when 
they had excess capacity. That was the 
case last year. Their own expansion 
had left Aluminium as no more than 
a marginal supplier of their needs. 

Furthermore, Davis had always ab- 
stained from selling fabricated alumi- 
num in the U.S., so“he would not 
compete with his good friends the 
independent fabricators. But they, 
with less delicacy, in some cases 
started to smelt their own pig & ingot. 
Revere, for example, began to do so, 
as did Anaconda. 

Since it had to pay the fixed charges 
on what amounts to one of the largest 
electrical utilities (output in 1958: 
16.2 billion kilowatt hours compared 
with the 16 billion kwh of New York’s 
Consolidated Edison), a high rate of 
production was vital to Aluminium’s 
prosperity 


When Davis could put his $1.4 bil- 
lion of highly-efficient fixed assets to 
work, he had a real money spinner. 
But when, as last year, he was unable 
to find a market for his metal, he was 
saddled with back-breaking over- 
heads. When he balanced Aluminium’s 
books for last year, Davis was unable 
to improve on the profit of 74c a com- 
mon share in 1958, the lowest since 
1947 and a far, sad cry from the $1.85 
of 1956. 


Kaiser's Healthy Cash Flow 


Excess capacity last year was a 
headache, too, for Kaiser Aluminum & 
Chemical. Previously Kaiser had con- 
tested Reynolds’ claim to be the gold- 
en boy of the industry. Kaiser’s 1959 
sales easily topped the $409 million of 
1958, but its profits dwindled in a 
strike-ridden third quarter almost to 
the vanishing point. 

Kaiser’s trouble seemed a case of 
too much too soon. Earlier in the year 
it had brought in two new pot- 
lines at its Ravenswood, W. Va. plant, 
increasing primary capacity from 
537,000 tons to 609,500 tons. 

As a result, President D.A. Rhoades 
explained, higher depreciation charges 
cut deeply into net and Kaiser’s earn- 
ings fell to $1 or so from 1958’s $1.43 
and 1956’s $2.72. But unlike Alumini- 
um’s Davis, Kaiser Chairman Edgar 
Kaiser could still take comfort in the 
jingle of cash. On a cash flow basis, 
Kaiser took in over $4 a share, slightly 
more than in 1958. 


Reynolds Out Front 
In the fight for markets, Reynolds 
seemed to be way ahead. Last year 
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President Richard Reynolds achieved 
two notable successes. First, he stra- 
tegically sited his new Massena, N.Y. 
plant, started in June to produce 
molten aluminum, which was sent 
directly to GM’s plant for the Cor- 
vair’s aluminum engine. Secondly, 
after-years of hopeful argument, Rey- 
nolds succeeded in selling the idea of 
an aluminum freight car to a railroad; 
the Southern ordered 1,200. 

In the first three quarters Reynolds’ 
sales and pretax profits ran over 10% 
ahead of 1958, an excellent year for 
Reynolds. The last quarter’s drop in 
automobile production spoiled the full 
year’s picture, but profits for the year 
were up to 1957-58’s. Since 1954 
Richard Reynolds has doubled his 
shareholders’ equity and the 11.5% re- 
turn he earned on it last year was 
comfortably ahead of Alcoa’s 7.4% and 
Kaiser’s 5.7%. 


Copper’s Ups & Downs 


Like the big three of U.S. aluminum, 
the big three copper producers all had, 
to a greater (Anaconda) or lesser 
(Kennecott) extent, their own fabri- 
cating subsidiaries. But they were way 
behind the aluminum industry in try- 
ing to create new markets for their 
metal. 

They have been seriously handi- 
capped in doing so. For one thing, the 
price of copper has hopped about so 
(see chart) that they could never 
assure customers of a steady supply at 
a steady price. Coppermen, however, 
took new hope last year from the fact 
that great new mines, estimated at 
400,000 tons a year, were about to open 
up in South America and Africa. This 
extra capacity should keep prices in 
the future from soaring (as they did 
in 1956) when demand rises. 

The task remained, however, to 
keep the price from sinking when 
supply got ahead of demand. That 
called for the kind of foresight cop- 
permen have rarely shown. Phelps 
Dodge President Robert Page thought 
that this particular leopard might be 
changing its spots. “The large pro- 
ducers now recognize that they can’t 
produce to capacity,” said he. “They 
also realize that an outrageously high 
price for copper is not in their best 
interest.” 

That remained to be seen. For last 
year, copper was up to its usual feast- 
or-famine tricks. This time labor 
trouble was to blame. Most copper pro- 
ducers had a big first half as cus- 
tomers bought heavily in anticipation 
of a strike. But their earnings plum- 
metted in the second half when most 
U.S. mines were strike-bound. 


Integration Pays off 


Anaconda, with almost three quar- 
ters of its mines in Chile and Mexico, 
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SMELTER WORKERS: 
salesmen are necessary, too 


came off best in the strike. It was 
also helped greatly by the $600 mil- 
lion Chairman Clyde Weed had spent 
in the past ten years to make Ana- 
conda the biggest non-ferrous fabrica- 
tor in the U.S. Last year it fabricated 
a full half of the primary metal it 
produced, as compared to rival Ken- 
necott’s 20%. Anaconda also got a 
boost from its big new aluminum 
smelter at Columbia Falls, Mon. whose 
output went to Anaconda’s own fabri- 
cating plants. 

As of last year, all this spending 
had not yet brought shareholders any 
very sizable increase in profitability. 
But the new integration proved its 
value as a stabilizer of Anaconda’s 
earnings. Net, at over $5.75 a share, 
improved markedly on 1958's $3.16, 
while return on stockholders’ equity, 
at 6.9%, was not much behind the 
7.3% of 1954-58. 

Such a stabilizer 


was just what 
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Not the least of aluminum’s many ad- 
vantages in the drive for new markets 
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Kennecott lacked. President Charles 
Cox had a positively Jobian selection 
of troubles to cope with. Not only 
were Kennecott’s low-cost U.S. mines 
closed by strikes, but the Braden 
Mine in Chile, which produced 
190,000 Ibs. or 33% of Kennecott’s 
total in 1958, was struck for a time too 

That was only the beginning. Flood- 
ing caused the virtual abandonment 
of Merriespruit gold mine in the 
Orange Free State, in which Kenne- 
cott had invested $25 million. The 
Department of Justice filed an anti- 
trust suit demanding that Kennecott 
dispose, of its Okonite wire & cable 
subsidiary and acquire no more cop- 
per fabricating or producing compa- 
nies. The irony of this was that Wall 
Street for years had been urging Cox 
to climb off his $200-million hoard 
of cash, and use it to follow Anaconda 
more deeply into fabricating. 

In fact Cox did start an $107-million 
program but only to integrate Ken- 
necott’s mining, smelting and refining 
more closely. But as of last year Ken- 
necott was far less profitably inte- 
grated than Anaconda. Its earnings 
showed it. Net around $6 a share was 
not much better than the $5.44 of de- 
pressed 1958. And the 8.7% earned on 
shareholders’ investment was only two 
thirds of the average for 1954-58. 


Success on One Cylinder 


Phelps Dodge’s mines were in the 
U.S., and strikes closed them to- 
gether with virtually all smelting 
capacity. It saw the year out on the 
one cylinder represented by its tube, 
wire & cable fabricating plants. Robert 
Page, however, had put away such 
profits in the first half of the year that 
net after nine months reached $3.22, 
almost up to the $3.75 earned in all 
1958. 

Indeed, everything considered, Page 
deserved credit in such adverse cir- 
cumstances for bringing Phelps Dodge’ 
shareholders as high a return on their 
investment as Cox could for Kenne- 
cott’s. 

But rather than contemplate 1959, 
Page no doubt preferred to look for- 
ward to Southern Peru Copper Corp.'s 
starting production this spring. It will 
mean Phelps Dodge will no longer be 
entirely dependent on U.S. copper 
The big open pit will have cost $230 
million to bring in (half provided by 
the world bank) and production may 
run to 280 million Ibs. a year. 

Southern Peru Copper actually will 
be controlled by American Smelting & 
Refining which owns 58% of the stock 
Phelps Dodge owns 16%, Cerro de 
Pasco another 16% and Newmont 
Mining 10%. 

Southern Peru was the largest of a 
number of goodies that Chairman John 
Douglas MacKenzie had in his cup- 
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SHAFT-SINKING OPERATION: 
the trend was still . . . 


board for Asarco shareholders. Others: 
the Mission Project in Arizona, which 
will produce 45,000 tons of copper a 
year; 54% of Mount Isa Mines in 
Australia (lead, silver, zinc, copper), 
carried on the books at $12.7 million, 
market value around $120 million. 
Part custom smelter, part investment 
company, Asarco virtually blanketed 
the non-ferrous metals field. It owned 
35% of General Cable Corp., largest 
in the wire & cable business, and 36% 
of Revere Copper & Brass. Through 
Revere’s 50% share of Ormet it had a 
foothold in primary aluminum. 

This could well add up to growth in 
the future. But Asarco shareholders 
had small pickings last year. Strikes 
crippled its lead and copper smelters 
and refineries and only its zinc was 
unaffected. Asarco’s net would have 
trailed the mediocre $2.53 a share of 
1958 but for $2.90 a share non-recur- 
ring profits it reaped from selling a 
smelter to Kennecott and liquidating 
a fat slice of its portfolio. 


Russell Leans Back 


Leaning back with his feet on his 
desk as is his nonchalant custom, 
Chairman Frank Russell of Cerro de 
Pasco, the third partner in Southern 
Peru, could survey 1959 with equa- 
nimity. The year saw the final trans- 
formation of Russell’s company from 
a volatile, marginal miner of copper, 
lead and zinc in Peru, to a leading 
fabricator of copper, brass and alumi- 
num in the U.S. By judicious acquisi- 
tions, Russell has now transferred 
over half his company’s assets into the 
U.S. Russell and President Robert 
Koenig had hardly had time enough 
to shake down, yet pre-depletion net 
per share in 1959, around $3.50, was 
already 40% larger than in 1958. 

If any two non-ferrous men might 
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have had cause to complain of the 
steel strike, they were Vice Chair- 
man Walter Hochschild of American 
Metal Climax and Chairman Dr. John 
Thompson of International Nickel. 
American Metal Climax produces 
some two thirds of the world’s mo- 
lybdenum (used to harden steel). The 
U.S. steel industry accounts for 45c of 
Inco’s sales dollar. Yet, despite the 
steel strike, American Metal did quite 
well last year, while Inco did out- 
standingly well. 

To make up for the decline of the 
U.S. steel market, Hochschild’s sales- 
men were able last year to persuade 
increasing numbers of West European 
steel users to switch to molybdenum 
alloys. Unlike his competitors, he was 
able to avoid a strike at his big Car- 
teret, N.J. smelter. American Metal, 
like Asarco, owned a fat portfolio of 
investments, and dividends, largely 
from South African copper mines, 
have brought in about a third of its 
earnings. With dividends from Africa 
sharply up from 1958 and its smelters 
smoking merrily, American Metal’s 
year-end profits were back to their 
high 1957 level, equal to a handsome 
14.6% return on shareholders’ invest- 
ment. 


Inco Comes Through 


A brisk demand for its copper did 
help Inco, which. produces (as a by 
product) almost as much copper as 
nickel. But still more was it the 
shrewd appraisal Thompson made of 
the predicament he found himself in 
at the start of the year. 

At that time it looked as if Inco had 
far too much capacity. Consumption 
of nickel in record 1957 was 415 mil- 
lion lbs. and in 1958 only 320 million 
lbs. But capacity was already 525 
million Ibs. by 1959, and would grow 
to 650 million Ibs. by 1961. Inco itself 
would maintain its 60% of world 
capacity by bringing in its 75-million- 
pound Thompson mine in Manitoba, 




















POURING MOLTEN METAL: 
. .. to greater integration 


which was due to start smelting in 
July 1960. 

Thompson was not daunted, how- 
ever, by the prospect of over-produc- 
tion, which in the case of copper had 
always led to a sharp drop in price. 
He made this excess capacity a big 
selling point. No matter what sudden 
surges industry might make in its 
demand for nickel, Inco would be 
ready to fulfill them, he boasted. 

Thompson reorganized his sales 
force, started a heavy advertising 
campaign, called in warehouse men 
and wholesalers to work out a meas- 
ure of standardization in basic nickel 
steels. Results were astonishing. The 
proportion of nickel in constructional 
steels rose on average by a third. So 
did the proportion in the steels used 
by automobile makers. Inco salesmen 
were equally successful in Europe, 
which took up much of the slack 
caused by the U.S. steel strike. Inco 
rode out the year with final earn- 
ings virtually double 1958’s, while the 
15.9% it earned on book value was 
unequaled by any other of the metal 
companies. 


A Lesson Well Taught 


All of which contained—or should 
have contained—a lesson for other 
non-ferrous metal men. It was signifi- 
cant that Thompson at no point de- 
scended to price cutting. He knew 
that with his heavy investment to sup- 
port he simply could not afford to do 
that. But neither did he sit back and 
wait for the customers to call. Instead, 
Inco went all out to excel in the newer 
forms of competition—with service, 
research and simple good salesman- 
ship. It was a lesson that some of the 
other non-ferrous metals men, as 1959 
unhappily showed, had not entirely 
mastered. 
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DRUGS 


WHEN THEY ARE GOOD... 


Drug earnings can be spectacular, but it takes 
unusual luck. Thus last year Wall Street was 
more impressed by the prosaic. business side 
of the drugmakers—and by the management 
that could make moderate good fortune routine. 


IN THEIR travels, the three legendary 
princes of Serendip were in the habit 
of finding, by chance or ingenuity, 
valuable things they were not seeking. 
Their story struck the late George 
Merck as a fine summation of the 
trick of success in the drug business. 
As he was always fond of saying, a 
sort of serendipity in its research 
should be a drugmaker’s first concern. 
For it is pure research’s gift of finding 
valuable things not sought for that is 
the drugmaker’s greatest resource. 


Beyond Romance 


Entranced by this appealing notion, 
Wall Street in the mid-1950s staged a 
love affair with the ethical drug in- 
dustry. As one brokerage house pun- 
dit gravely assured his readers: 
“Bread cast upon the waters returns 
manyfold; the measure of the future 
for a pharmaceutical company is how 
much it spends for pure research.” 
Added he: “The more, the better.” 

It was a point of view hard to argue 
with. After all, which companies had 
scored the really big gains in earn- 
ings? Those, of course, which had 
made big “breakthrough” discoveries 
of new drugs. Obviously, the best 
assurance of that happy fate was a 
liberal expenditure for research. 

By last year, however, disillusion- 
ment had set in. Its measure was a 
curious juxtaposition in the market 
values Wall Street was according the 
ethical drug producers’ equities as 
compared with their poor relations, 
the proprietary drug stocks. Where 
investors’ enthusiasm formerly en- 
dowed the ethical drug group with 
premium market values, last year for 
once the proprietary drug companies 
stepped forth into greater favor. 

Why this reversal? The answer 
seemed to be that at last Wall Sireet 
was catching up with some of the basic 
facts of life about the drug business. 
And to compound its disillusionment, 
Wall Street discovered that, for all 
their glamour, the ethicals were in 
fact lagging their poor relations, the 
proprietaries, in basic profitability. 
For, as the appropriate column in 
Forses’ yardsticks on these pages 
shows, on average the proprietary 
drug companies last year earned more 
per $1 of net equity than the long- 
favored ethicals. 
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The Facts of Life 


Even for the great Serendips of the 
industry, it has become evident, re- 
search threatens to become a bit 
too much of a good thing. A new 
and improved drug, perfectly tailored 
for the medical profession’s needs, may 
for example cost upwards of $3 mil- 
lion to develop. Yet, as drug men now 
know all too well, it may never pay off 
its cost. Owing to the vigorous efforts 
of the sponsor’s competition in re- 
search, an important new drug may 
burst forth triumphant in glory only 
to soon sink back into oblivion. 

Expleins Parke, Davis’ President 
Harry J. Loynd: “The sales life of a 
new product can hardly be estimated 
for more than five years. Moreover, 
competitive items can be expected to 
invade any new product’s market in 
from 30 to 90 days after its initial 
introduction. This means we must 
promote new products rapidly if any 
reasonable sales volume is to be 
realized before they are superseded.” 

Merck’s Financial Vice President 
Raymond E. Snyder is even less op- 
timistic of the chances of a new drug 
to amply pay its way. “Some esti- 
mates,” he says, “put the average life 
of a new pharmaceutical product as 
low as two-and-one-half years.” 


Dizzy Merry-Go-Round 

For the ethical drug producer, there 
is no way off this dizzy merry-go- 
round. “If we don’t try constantly to 
obsolete existing products,” says Up- 
john’s President E. Gifford Upjohn, 
“our competitors will.” Thus last year 
the drug industry over-all plowed 
back a sizable 7% of sales into re- 
search. Some companies spend far 
more. Smith, Kline & French, under 
the magic hand of President Walter 
E. Munns, has spent a lusty 10% and 
has made it pay off in the industry’s 
highest return on invested capital. 

Yet as drug men themselves are 
the first to admit, such outlays are 
offerings of faith. “No one can guar- 
antee,” says Pfizer’s President John 
E. McKeen, “that heavy investment in 
research wiil be followed by success. 
Research plays no favorites.” 

Schering’s President Francis C. 
Brown continually returns to the 
same theme. Success in research 
efforts, he says, can never be predicted 





YARDSTICKS OF PERFORMANCE 


NE WRENS YN Sie 
NON ANS 


VQ 


COMPANY 


ETHICAL 
Eli Lilly 
Chas. Pfizer 
Merck . 
Parke, Davis 
Upjohn 
Abbott Labs 
Smith Kline & French 
Schering 
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“in any particular area or at any par- 
ticular time.” 


Impossible Pace 


Brown has good reason to know the 
rewards of patient serendipity. On 
the heels of Schering’s introduction of 
the Meti drugs, in just two years its 
sales ballooned 271%, and earnings 
soared some 658%. It was, of course, 
an impossible pace to maintain. Thus 
last year Schering’s net return on in- 
vested equity, after averaging 30.7% in 
the previous five years, settled back to 
25.9%. This was still the second high- 
est degree of basic profitability among 
the major ethical drug producers. 

That persistent profitability itself is 
a telling testament to the skill with 
which Brown handled the Meti drugs’ 
success when it came. For it is one 
thing to be on hand when the research 
lightning strikes, but it takes deft 
management to make it pay. 

The evidence that Schering’s man- 
agement has what it takes came last 
year. In the first half, the drugmaker’s 
sales and earnings were off in reaction 
to new product competition to the 
Meti drugs. But Brown was ready for 
it with a remedy: Fulvicin, an oral 
antibiotic used against ringworm. 
Sales in the third quarter rose to a 
record $24 million. “This,” says 
Brown, “was due to the acceptance of 
Fulvicin, which was introduced early 
in the third quarter.” 


Private Worlds 


The amazing showing of Schering 
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makes that of Smith, Kline & French 
all the more fantastic. Over the past 
five years, SKF has averaged a stun- 
ning 37.1c return on the equity dollar. 
Yet last year the company’s basic 
profitability hiked even higher, to a 
phenomenal 42.7c on invested capital. 

Shrewd Walter Munns owes all that, 
and his ability to spend nearly 10% 
of sales on research, to the direction 
SKF was set into some six years ago 
by its introduction of Thorazine. This 
new drug did more than merely boost 
SKF sales 40% in just two years, 1954 
and 1955. It also started SKF off on an 
entirely new slant of concentration 
in tranquilizers and nervous stimu- 
lants. Currently drugs of this type 
account for some 70% of SKF sales. 

Specialization also pays another big 
dividend to a drugmaker like Smith, 
Kline & French. Unlike outfits like 
Lilly, whose product catalogue covers 
some 1,100 items, SKF’s is limited to 
under 50 items. This means thai its 
big research outlays can be concen- 
trated on problems of more limited 
scope and with relatively higher 
chances of success. The ultimate 
justification of this strategy of con- 
centration is the unanswerable evi- 
dence of SKF’s admirable profitability. 
Munns is currently pointing SKF’s re- 
search toward vaccines and virology, 
on what he calls “a long-range basis— 
and I emphasize long-range.” 


The Normal Course 


The stunning careers of Smith, 
Kline & French and Schering are not 


88 
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the normal course in drugmaking. 
Far closer to the average are such 
outfits as Pfizer, Merck, Upjohn and 
Parke, Davis. By the standards of 
the two top money-makers, they suf- 
fer in comparison. Yet each has done 
well, returning from 15c to 18c in net 
profit for each dollar of equity on 
average over the five years 1953-58. 
All increased their returns well above 
this level last year. 

Typical in one sense is Upjohn. Two 
years ago its fruitful research pro- 
duced Orinase, an oral antidiabetic 
which partially replaces Insulin treat- 
ment. A major breakthrough, it 
nevertheless produced no stunning 
elevation of earnings. Within months, 
Pfizer was on the market with a 
similar product of its own, Diabinese. 

The moral is clear: seldom can a 
drugmaker hit the jackpot as Schering 
did with the Meti drugs. Each dollar 
spent on research must, therefore, 
be judicious. “We are fortunate in- 
deed,” says President Upjohn, “if one 
out of 20 compounds submitted to 
critical clinical testing proves to be a 
useful product.” 

Such drugs as Orinase, however, 
have given Upjohn a steady progress 
that is well worth remarking. On 
average, over the 1953-58 period, 
Upjohn’s sales grew at a com- 
pounded rate of 12% a year—a pace 
bettered only by Schering and SKF 
among major ethical drug producers. 
In addition, Upjohn’s management of 
the drug has been capable: it has held 


its own in competition with two other 
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products in the same class. 


Plugging Progress 

All four companies brought suc- 
cessful new drugs to market last year. 
None of them were in the class of 
such big hits as Schering’s Meti drugs. 
Many of them, by scientific standards, 
were of great importance. But some 
will never pay off their costs. Others 
will make modest profits, and these 
are the real backbone of the drug- 
maker’s normal plugging progress. 

A prime example of such progress 
it Merck. Thanks to its steroid drug 
Decadron, and to its new hyperten- 
sion drugs Diuril, HydroDiuril and 
Diupres, Merck last year was able to 
withstand price pressure in vitamins 
and antibiotics and push earnings to a 
record $3 a share. That meant that 
Merck was boosting its basic return on 
equity from a respectable 16.9% on 
invested capital over the years 1953- 
58 to an admirable 20.5%. 

Diuril, however, is an outstanding 
example of a good drug development 
that costs large sums to ready for 
market and yet fails to produce a big 
splash. It took, Merck President John 
T. O’Connor reports, about 16 years to 
bring to market. “Yet even before the 
issuance of the patent,” he continues, 
“two scientific papers disclosed its ex- 
act structure to our competitors, and 
the molecular manipulation began 
even before we could put our product 
on the market.” 

A similar fate occurred to two of 
Pfizer’s new products, Diabinese and 
Niamid, introduced last year. Several 
competing products were on the 
market even before they appeared. 
Pfizer, however, has an important off- 
setting advantage in its large foreign 
marketing operation, which accounts 
for close to 40% of total company 
sales. Abroad competition among new 
products is more limited, and tax rates 
make the profits more worthwhile. 

Parke, Davis is another beneficiary 
of this situation. Roughly one third 
of its business is in overseas markets, 
where last year its ten-year-old 
broad-spectrum antibiotic Chloromy- 
cetin was still going strong. Though 
Chloromycetin made its first big im- 
pact on the domestic market back in 
1951, it was probably the only broad- 
spectrum antibiotic still achieving a 
sales gain last year. Responsible for 
35% of Parke, Davis’ sales, its excep- 
tional continued success played a 
large part in pushing the company’s 
earnings to new records last year. 


Yesterday’s Wonder Drugs 


Other producers of antibiotics have 
not been so fortunate. Both research 
on refinements and competitive pric- 
ing have wiped out most of the 
profits in this group. Penicillin, which 
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ten years ago sold for as much as 
$796 per billion units, has recently 
been offered for $23 per billion 
units. 

Newer antibiotics have suffered the 
same fate. Thus, though Lilly has pro- 
duced worthwhile improvements in 
its Ilotycin, Ilosone and Vancocin, 
none of them has been outstandingly 
successful financially. As a_ result, 
Lilly’s earnings have not shown the 
buoyancy characteristic of other 
drugmakers. Nor have they recovered 
from the slump that hit them in 1958, 
largely as a result of the public in- 
difference to polio inoculation. 

Abbott has suffered the same 
troubles. Last year, to be sure, things 
picked up somewhat, leading Presi- 
dent George R. Cain to predict: “All 
indications are that 1959 will be an- 
other record year.” Yet as records 
go, that is not saying too much. Over 
the 1953-58 period Abbott’s sales grew 
just 32% (compared with Smith, Kline 
& French’s 134%), and net rose 40% 
(compared with SKF’s 324%). De- 
spite considerable expenditures on re- 
search, in recent years Abbott’s 600- 
item product catalog has not included 


~THE REAL 
WONDER DRUGS 


Wall Street used to think the real 
wonders of the industry were the 
ethical drug producers. Now they are 
not so sure. Reversing past habits, 
investors now are willingly paying 
more per $1 of equity for proprietary 
drug issues than for the ethicals. 
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And with good reason. For statistical- 
ly, as this chart shows, the proprie- 
tories are now more profitable than 
the ethicals. Reason: the great but in- 
frequent boosts “breakthrough” dis- 
\coveries give the ethicals insales and 
earnings do not usvally last. 











any drug that has been a spectacular 
winner. 


The Old Timers 


Here, as Wall Street suddenly 
realized last year, is the advantage 
enjoyed by the oldtimers of the drug 
business, the proprietary drug pro- 
ducers. Most now have important 
stakes in ethical drug production. But 
in most cases it is carefully concen- 
trated in particular areas, and, as a 
result, though large expenditures are 
made for research, the total does not 
loom in over-all company sales. As 
one respected drug analyst has com- 
mented: “The proprietaries, with 
their steady earning power, help fund 
ethical drug developments.” 

Norwich Pharmacal is a good ex- 
ample of such profitable concentra- 
tion. Historically and currently, its 
return on investment beats that of all 
the ethical drugmakers except Scher- 
ing and SKF. About 35% of Nor- 
wich’s sales are accounted for by 
ethical drugs. But this commitment is 
highly specialized in the nitrofurans, 
an important group of antibacterial 
chemicals. By intensive development 
of this group, middling-sized Norwich 
has dominated it. 

Its ability to do so rests with its 
proprietary drugs, led by Pepto- 
Bismol, a well-promoted patent medi- 
cine whose sales have grown steadily 
with no necessity for substantial re- 
search. 


Household Words 


In proprietaries, the road to success 
is merchandising. Strongest in the lot 
in this respect is American Home 
Products, whose wide-ranging line 
of food, drug and convenience items 
produces roughly ten times Norwich’s 
sales. 

An example of Chairman Alvin 
Brush’s skill is the career of the tran- 
quilizer Equanil, which Brush 
launched after obtaining a_ license 
from Carter Products for meproba- 
mate. Though Carter at the time was 
introducing a rival tranquilizer, Mil- 
town, Brush sold three times as much 
the first year as Carter. Says Brush: 
“If I can get the right product, within 
two years I can make it a household 
word.” 

He has also made American Home 
Products a household word on Wall 
Street. Not even Schering last year 
produced such a handsome return on 
investment as Home Products’ 39.7% 
—a rate exceeded only by SKF. 

The second most profitable propri- 
etary drugmaker, Sterling Drug, 
would seem to owe less of its good 
fortune to skillful merchandising than 
to the fine old names of some of its 
products. Such items as California 
Syrup of Figs and Andrews Liver 
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| Salts were household words several 

generations ago. Still steady sellers, 
they have not given Sterling any great 
growth. In terms of sales growth in 
fact, Sterling lags the list of major 
proprietary drugmakers. 


A ie a OF Cae FO Jig Saw Puzzle 


The greatest growth pace in the 
| group is Warner-Lambert’s, but it is 
| not likely that it will last. Most of 
| it has come by way of mergers, a 

brilliant succession of which have 
produced good results across the 
board. But last year President Alfred 
Driscoll changed his pace. “We are, of 
course,” he said, “always interested in 
investigating any likely prospects for 
merger. But there comes a time when 
you must devote your energies to fit- 
ting the pieces together.” 

While solving that jig saw puzzle, 
Warner-Lambert’s main effort is 
likely to be devoted to developing its 
ethical drug activities, which now ac- 

ECTRIG’: UTILITIES count for 23% of sales. If the experi- 
ence of Vick Chemical is any model, it 
will be no easy job. Back in 1949, 
when ethicals accounted for only 27% 
of Vick’s sales, it earned 19c on each 
dollar of equity. Last year, when 
ethical drugs accounted for 42%, Vick 
earned only 18c on equity. 

Vick President Smith Richardson 
hopes he has something to change all 
that in MER-29, an as yet unreleased 

' drug which reduces chloresterol in 

the artery walls of animals. “Whether 

OWNER or not this action will carry over into 
Rt pone) man,” says Richardson, “has yet to 
be determined.” But the hope is that 

Vick will have a big foothold in the 

business of helping reduce one of 


Ss E WER: CONSTRUCTION America’s big killers: heart disease. 
The Merchants 


The big boost for Bristol-Myers last 
year had nothing to do with wonder 
drugs. It was the acquisition of 
Clairol, Inc., makers of a fast-grow- 
ing line of hair colors, which added an 
estimated 35c to earnings, lifting them 
to a record $1.75. The new synthetic 
penicillins may be just what Bristol- 

| Myers needs to spark up the sales of 
its small ethical drug division—18% 

| of sales. Growth in recent years, 

| however, has depended heavily on 

| such well promoted proprietary drug 

| products as Bufferin, Ipana, Mum, 
Ban. 

Mead Johnson’s way of increasing 
earnings last year was just the reverse 
strategy. It sold off its unprofitable 
parenteral products division for ap- 
proximately $1.7 million, which added 

about 26c a share to its earnings. In 

ae Ce Ld ee the next three years Johnson hopes to 

mars /] | boost sales 70% to $100 million. “We 

Se eee bi, 2 propose to rely primarily,” he says, 

les and Siervic ] | “on ethical pharmaceuticals to * road- 
| en our base.” 
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BRANDED GOODS 





THE COSTLY CACKLE 


The manufacturer of branded goods can’t live 
without advertising. Yet if he isn’t careful 


his ad budget can eat him alive. 


Most suc- 


cessful, then, are those who advertise open- 
handedly and yet make every ad dollar count. 


The codfish lays ten thousand eggs, 
The homely hen lays one. 
The codfish never cackles 
To tell you what she’s done. 
And so we scorn the codfish, 
While the humble hen we prize, 
Which only goes to show you 
That it pays to advertise. 

Ir Pays TO ADVERTISE, 

Broadway Play, 1914 


TuatT it pays to advertise is a propo- 
sition that does not have to be urged 
on the average manufacturer of 
branded goods. Unlike the codfish 
and the hen, he must avoid laying 
eggs—and the surest way for a new 
product to lay an egg is for its spon- 
sor to forget to cackle about it. 

But there is cackling and cackling. 
Not all advertising sells goods equally 
well. Since moving goods in huge 
volume is what the branded goods 
manufacturer must do, and since 
effective advertising is the only way 
to move them, it stands to reason that 
success in the field bears an almost 
direct relationship to the merchan- 
diser’s skill with the advertising and 
promotion dollar. 

Not unexpectedly, therefore, the 11 
top producers of branded goods re- 
cently spent an average of 6.7c on 
advertising for every dollar of sales. 
Procter & Gamble alone spent $116 
million in the latest full year for which 
reports. were available, according to 
Advertising Age. R.J. Reynolds spent 
$44 million. Campbell Soup ladled out 
$22 million. 


Soap Sellers 


The branded goods manufacturer, of 
course, wants the public to reach for 
his particular can of peaches or pack 
of cigarettes. In general, the more 
you can spend on advertising, the 
better the chances that you will suc- 
ceed. But there are limitations. You 
can spend too much on a product. 

According to recent figures, it cost 
American Tobacco 42c worth of ad- 
vertising in 1958 to sell a carton of 
Hit Parade cigarettes. Now Hit Pa- 
rades were not a complete flop; the 
public bought an estimated 41 mil- 
lion cartons of them since 1957. But 
with that kind of advertising budget, 
American Tobacco obviously lost 
money on every carton it sold. (By 
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contrast, it cost American Tobacco 
just 2c in advertising to sell a carton 
of its popular Lucky Strikes.) 

Such is the branded goods man’s 
dilemma. If he spends too little no 
one will even know his product is 
around; if he spends too much he eats 
up his profit. In this respect, it is a 
big help to be biggest in the field. 
That way you can make a maximum 
advertising impact and yet keep unit 
advertising costs down to a reason- 
able figure. 

Take the soap business. In the lat- 
est year for which the figures were 
available, President Howard Mor- 
gen’s Procter & Gamble spent $116 
million advertising its soaps and de- 
tergents (Tide, Ivory, Mr. Clean), 
food and paper products. President 
Edward H. Little of competitor Col- 
gate-Palmolive spent only $68 million. 
But P&G had a far bigger sales volume 
to spread its ad spending over. Thus 
in terms of unit cost, P&G brought in 
$11.18 in sales for every dollar spent 
on advertising; Colgate moved barely 
half as much for every dollar spent. 
Usual P&G strategy: hold back long 
enough to gauge a new market’s po- 
tential (even this gives the competitor 
a temporary edge); then, if the mar- 
ket looks worthwhile, slam in with 
concentrated advertising firepower to 
seize first place. 


Colgate vs. P&G 


Now, it is a safe bet that it did not 
cost P&G any more to manufacture a 
bar of soap than it did Colgate. It 
didn’t take any more invested capital, 
either. But it did obviously cost Col- 
gate more to advertise and sell each 
bar of soap. Which meant, of course, 
that Colgate could not make as much 
profit on the sales dollar aSy P&G 
could. In 1958, for example, Colgate 
netted 4c on the sales dollar to P&G’s 
6c. Last year again the story was the 
same. 

In sheer profitability, Colgate did 
apparently gain ground last year, 
bringing return on equity up to 
around 13.1%. This was closer than 
ever before to the typical 14.5% re- 
turn reported by P&G in its last fiscal 
year. But much of this improvement 
owed to Little’s well-run foreign 
operation where profits are large and 
equity investment relatively small. 
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P&G was pressing Colgate harder 
where Colgate has hitherto been 
strongest—in the foreign markets. 
“We've established operations in Italy, 
giving us major producing and mar- 
keting operations in eight foreign 
countries,” explained Walter Lingle, 
P&G executive vice president. With 
Tide detergent sales rising sharply in 
Europe, P&G was able to report a 
handsome 30% gain in fiscal 1959 
earnings from foreign operations. 

On the home market P&G was still 
using its large economy size (topped 
only by General Motors) ad budget 
to outsell Colgate, bring down a con- 
sistently better return both on invested 
capital and on ad dollar. 


Smoke Rings 


Nowhere last year did the battle 
of the ad dollar wax hotter than in 
cigarettes. R.J. Reynolds’ President 
Bowman Gray was blowing smoke 
rings around most everyone else. He 
was leading almost across the board. 
He was ahead in filtertips with Win- 
ston, top among the mentholated 
brands with Salem and best-seller 
among the regulars with Camel. 

With a pacesetter in every running, 
Gray could skip costly new brand 
introductions last year (he was the 
only major tobacconist who could), 
concentrate ad power behind his win- 
ners. Thus Gray could spend heavily 
on ads and yet pull down a sales 
return on the ad dollar neater than 
almost anyone else. 

At 1959’s three-quarter mark, Gray 
had lifted Reynolds’ share of the 
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market to a commanding 30.7%, best 
improvement of any tobaccomaker, 
and boosted profits 16.6%. Result: far 
and away the best five-year average 
return on equity in the tobacco busi- 
ness. 

Hustling Chairman Lewis (“Bud”) 
Gruber’s P. Lorillard, meanwhile, was 
perspiring in its efforts to keep sales 
climbing for Kents, Newports and 
Springs. But with sales volume far 
below Reynolds’, Lorillard had to 
spend heavily to make a splash, got a 
lesser return on its ad dollar. Still, 
with sales up some 70% in two years, 
Gruber was able to score a return of 
24% on stockholders’ equity last year, 
better even than Reynolds’ estimated 
22%. One reason: Lorillard’s higher 
proportion of filter sales (filters cost 
less to produce, bring in a higher 
price). 


Gruber’s “Revolution” 


But success was coming easier to 
Reynolds than to Lorillard. To keep 
the pace, Gruber had to offer up one 
gimmicked filter after another (“Mi- 
cronite” Kent, “Hint of Mint” New- 
port, “Air-conditioned” Spring). His 
moves clearly were designed to 
strengthen Lorillard to withstand 
what Gruber predicts will be “a 
shaking out to five'or six major 
brands within a few years.” Says he: 
“There is a permanent revolution in 
smoking.” 

Lifting Lorillard toward year’s end 
into third place in share of the mar- 
ket, Gruber pushed ahead of Liggett 
& Myers (Chesterfields, L&M, Duke). 
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In an effort to reverse the tide, L&M’s 
directors put in a new president late 
in the year—William Blount, freshly 
brought up from company ranks. 
Blount had his job cut out for him. 
Liggett & Myers had dropped to 
fourth in share of the total market, 
down to 11.8% last year from 16.4% 
five years ago. So it was not sur- 
prising that L&M last year earned less 
on the invested dollar (12c) than just 
about anybody else in the business. 

Only slightly better off was the 
toppled tobacco king, Paul Hahn, 
president of American. Still busy 
making and selling roughly half the 
country’s non-filters (Lucky Strike, 
Pall Mall), Hahn was also spending 
more on ads to do it. But non-filter 
cigarettes, using more tobacco yet 
selling for less, are less profitable 
than the filters. Hahn was able to 
hold his share of the market last 
year at around 26%, but his return 
on equity came to 13.8%, just over 
half of Lorillard’s. 

The only tobacconist, in fact, who 
earned less on equity than L&M was 
dapper President Joseph Cullman III 
of Philip Morris (Marlboro, Philip 
Morris, Alpine). Cullman had been 
trying to diversify away from ciga- 
rettes into such sideline businesses 
as packaging and adhesives. Said 
he: “We believe it’s sound planning 
for a profitable future.” That firm 
belief last year again dragged 
Philip Morris’ return gon the in- 
vested dollar down to 11.9%, bottom 
of Tobaccodom’s heap. Cullman’s side- 
line businesses thus far clearly had 
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GRUBER 


hurt rather than helped profitability. 
The Big Grocers 


In foods the measurement of adver- 
tising efficiency was less clear-cut 
than in tobacco. Reason: there were 
front-runners in each of many cate- 
gories, such as canned fruit, soup, 
packaged foods, soft drinks. Each had 
its advertising requirements. But the 
fact still remained that front seller and 
top advertiser General Foods was eat- 
ing nobody’s dust. 

Last year General Foods’ President 
Charles Mortimer was working his ads 
where they would do the most good. 
A great believer in market research 
as well, Mortimer ran taste panels on 
fast-selling Gaines dog food (22 
million potential customers). By 
spending his ad money on such “con- 
venience” foods as Tang breakfast 
drink, Dream Whip dessert icing, 
Mortimer cashed in last year. General 
Foods’ six-month net was up 17% 
on but a 2% sales rise. While Morti- 
mer spent an estimated four times as 
much on advertising as rival Standard 
Brands, his ad-to-sales rate was not 
notably higher. As with P&G, GF’s 
huge volume was a big trump. 

Standard Brands’ President Joel 
Mitchell kept a traditionally tight grip 
on his ad purse. One reason he could 
do so was that Standard Brands got a 
good part of its volume from bulk 
sales to industrial users. On the sur- 
face it looked good: Mitchell got 
$18.08 in sales from every ad dollar 
to GF’s $10.97. But Mitchell was no- 
where near matching Mortimer’s pre- 
tax profit margin or return on capital. 


Murphy's Soup 


In a class by itself among branded 
goods producers was William Mur- 
phy’s Campbell Soup Co. Rather than 
being an across-the-board canner of 
ali kinds of foods, Campbell con- 
centrated on soups, tomato-based 
products and a sideline of specialty 
frozen foods. 

This has had ‘the advantage of 
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enabling “Bev” Murphy to concen- 
trate his sales dollars in a relatively 
narrow area. Thus, he could make a 
big splash in his field without having 
to pour out ad dollars as lavishly as, 
say, General Foods. Result: the best 
net profit margin in the food business 
and a return on equity second only to 
General Foods. Unusual for a food 
manufacturer, Campbell is integrated 
all the way back to its canmaking 
operation. 

Though no match for Campbell in 
the soup field, President Roy Lucks’ 
California Packing Corporation was 
second only to Campbell as the U.S.’ 
largest canner. Canning everything 
from tunafish to pickles, Calpak was 
biggest in canned fruits and vege- 
tables which it sold under its famed 
Del Monte brand name. 

But such a broad product line has 
meant a broad range of troubles for 
Lucks, including highly seasonal busi- 
nesses which leave his plants idle dur- 
ing a large part of the year. Another 
problem: competition from private 
brands on supermarket shelves. Lucks 


Orphan At The Feast 


1959 was a good yeor for the major 
food companies, excepting only 
Standard Brands. Standard’s profit 
margins, already lowest among the 
Big Four, were the only ones which 
failed to pick up. 
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thus has never come close to General 
Foods or Campbell in profit margins 
or in return on equity. 

For all that Roy Lucks’ Calpak had 
a pretty good year in 1959. He man- 
aged to buy a large part of his fruit 
and vegetable needs at bargain prices 
Result: a 50% earnings increase in the 
first half, a probable rise of Calpak’s 
return on equity to better than 11% 
as compared to the 1954-58 average of 
9.2%. 


Who's Paunchy? 


The advantages of being able to 
spread your advertising dollars ove: 
the maximum number of sales dollars 
was nowhere more evident than in the 
case of William Robinson’s Coca-Cola 
Robinson was able to blanket the 
world with some $21 million worth of 
Coke ads in 1958, yet keep his adver- 
tising-to-sales ratio down to a rela- 
tively comfortable 7% of sales. 

Robinson last year continued to 
keep his big popmaker laps ahead of 
the nearest competitor. Herbert Bar- 
net’s Pepsi-Cola has been coming up 
fast, but doing it by plowing back 
twice as much of its sales dollar into 
advertising. Thus Pepsi’s $9.97 sales 
return on its ad dollar wouldn’t match 
Coke’s $14.38. Robinson, meanwhile, 
was accelerating his plant-building 
program for what one Cokeman called 
the “fabulous, soaring Sixties.” 

Robinson was also making steady if 
unspectacular progress pushing his 
company into the newer fields of 
vending machine sales, big bottle sales 
and with its new line of Fanta flavors 

In fact, for a company that critics 
once accused of getting paunchy, 
Coca-Cola looked remarkably good 
last year. It earned close to 16% on 
stockholders’ equity and did so with- 
out benefit of any leverage from debt. 
Filter out the $50 million or so of idle 
cash locked in Coke’s strongbox and 
the profit turn would work out to an 
even more impressive return of 20% 
on the equity actually employed in 
the business. 
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Today, careful investors must analyze a great 
mass of financial data to obtain the minimum 
degree of knowledge necessary to hold sound 
investments and to make new commitments. 
As a result, those not having access to this in- 
tensive research sometimes find themselves 
with a badly unbalanced list of securities. Be- 
cause of the uncertainties in today’s volatile 
market, they may completely overlook attrac- 
tive new investment opportunities or fail to 
take profits at the proper time. 


The responsibilities of money management are 
further complicated by the fact that in many 
cases you HAVE NO WAY OF KNOWING 
WHETHER YOU ARE ACTING ON THE 
VERY LATEST INFORMATION! 


It is for the investor with a substantial port- 
folio, who does not have the time nor 
the necessary experience to cope with the 
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complex problems of money management, 
that FORBES SECURITIES MANAGEMENT 
was established. The entire resources and ex- 
periences of the 42-year-old FORBES organi- 
zation are made available to investors through 
this Division. Here, each account is given ex- 
pert and thorough analysis and constant super- 
vision directed toward reaching the individual 
financial goal of the investor. Your account is 
immediately assigned to an experienced 
FORBES Investment Counselor who sends you 
regular reports on your portfolio and whom you 
may consult by letter, by telephone or telegram, 
or by personal visit at any time. 


To learn more about the scope and purpose 
of this outstanding service—how it is organ- 
ized, how fees are determined, how our highly 
skilled staff takes the initiative in making 
recommendations—send today for your FREE 
copy of our descriptive booklet. 


SOME ADVANTAGES OF FORBES 
SECURITIES MANAGEMENT SERVICE 


Draws upon the statistical-research facilities 
of the famous, 42-year-old Fores 
organization. 


Recommendations are thoroughly impartial, 
unbiased . . . no connection whatsoever with 
brokers dealing in securities. 


You get recommendations based on the 
combined, specialized knowledge of 

many investment experts. No one counselor 
acts alone. 


You have a person-to-person relationship with 
a seasoned counselor—may consult with him at 
any time on matters concerning your program. 





You are kept ed on developments, new profit op- 
portunities, of special interest to your particular in- 


City vestment objectives. 


a Zone State 
Subsidiary of FORBES Inc. 


FORBES, JANUARY 1, 1960 





195 
T 


,. 1954 , 1955 , 1956 
2 SORT PL NS 


The FORBES index 


4FMAMIJISAS OH OD 
1959 





3 
1 























Solid line is computed weekly and monthly, gives eaval weight 
five factors: r 2 
1. How much ore we producing? (FRB production index) 


. Hew many people are working? (BLS non-agricultural employ- 
ment) 























. How intensively are we working? (BLS average weekly hours 
in menufacture) ws 











. Are people spending or saving? (FRB deportment store sales) 














== 100), factors 1, 4 and § for 





te later revision. * 


4-4 


. How much money is circuleting? (FRB bank debits, 141 key 
centers) 
Factors 4 ond 5 ore adjusted for value of the dollar (1947-49 
seasona! variation. 


. Dot indicates an 8-day estimate 
figures for five components, all of which are subject 



















































































































































































Production 
Employment 
PE no a kbionaten 


Bank Debits... ..... 
INDEX 























Apri! May 
150.0 
118.6 
101.0 
131.2 
164.7 
133.1 


153.0 
119.2 
101.5 
134.2 
165.9 
134.8 


June july Sept. Oct. 
(Prelim.) 
148.0 
118.9 
101.0 
132.1 
164.1 


132.6 


Aug. 


155.9 
119.8 
102.0 
134.2 
162.6 
134.7 


153.0 
120.2 
101.0 
139.0 
169.6 
136.6 


149.0 
118.9 
101.5 
138.0 
166.7 
134.8 


149.0 
119.3 
101.0 
132.4 
162.2 
132.8 





THE MARKET 0O 


Peace of Mind 


A wISE man once said that if we could 
sell our experience for only half of 
what it cost us, we all could retire in 
luxury. This philosophy has distinct 
application in the stock market: 

1) While the Fabulous Fifties soon 
will only be a page in the economic 
history books, an equally exciting new 
chapter lies ahead, one of new tech- 
nologies, plus the new demands which 
will stem from our exploding teen-age 
population. 

2) We are living in a world of new, 
uncharted dimensions, witness the 
two-way trade which is developing 
from the highly successful European 
Common Market. 

To put it in a word, while every 
security buyer, every American, has 
been living in one of the most exciting 
periods in modern history, the fact 
that a new decade has started does not 
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UTLOOK 


by SIDNEY B. LURIE 


mean that this is 
the time to relax. 
If anything, the 
coming decade will 
be a period which 
requires a new in- 
vestment concept, 
a revised defini- 
tion of what constitutes an intelligent 
calculated risk. It’s not that Wall 
Street has entered the Space Age 
ahead of man—or that all security 
buyers now have a new wonder drug 
in reserve. Rather, if this era of “big 
changes” is to remain in force, it will 
require a new and different market 
philosophy from that of the classicists. 
For example, past months have proven 
the point that neither size, nor age, nor 
past performance are the keys to issue 
selection. Companies, like people, must 
be young in heart. 


There’s been a big change in the 
securities business in the past 25 years 
via the facts that: a) Wall Street has 
become more professional in its atti- 
tudes, in its approach to the security 
buying public. b) The stock market 
has become more sophisticated than 
ever before and stocks have become 
more respectable. They have become 
an accepted vehicle for idle funds. 
c) The security buyer has become 
better educated to the economic facts 
of life, more realistic in his investment 
attitudes. All of which means that 
there is more inherent stability to the 
stock market than at any time in past 
history, that Wall Street has become a 
commuter train rather than a car- 
riage trade business. Witness the fact 
that most companies today have more 
stockholders than employees, where- 
as the reverse was true a quarter of 
a century ago. 

Obviously, this doesn’t mean that 
ill-informed speculation has perma- 
nently disappeared. It never will, for 
the stock market reflects all the 
human frailties, one of which is greed 
Nor does it mean that fluctuations— 


113 











Special Year-End Offer 


SUMMARY OF ADVICES 
FOR 1960 


804 STOCKS 
50 SPECIAL SITUATIONS 
54 INDUSTRIES 


There are well-grounded reasons to expect that 1960 will be an especially 
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ups and down—have disappeared from 
the market place. Companies, like 
people, constantly change and experi- 
ence their own particular cycle. 
Rather, the changed market back- 
ground means that the extremes are 
likely to be less violent than in the 
past. 

The changes our nation has experi- 
enced can easily be overlooked under 
the pressure of present day affairs. 
Twenty-five years ago, for example, 
we were driving automobiles with 
gear shifts and only a few had radios. 
Supermarkets were accounting for 
only about 15% of the nation’s food 
bill whereas today they absorb about 
65% of the grocery market. And they 
now are carrying many non-food 
lines. On the other side of the coin, 
the motion picture business was very 
important, and copper, not aluminum, 
was considered the most important 
non-ferrous metal. The moral of these 
changes is quite simple: the investor 
can’t be static in his thinking, every 
change is a potential danger, as well 
as an opportunity, to him. 

Today, the same moral holds true, 
for the new forces stimulating Amer- 
ica’s growth provide both a challenge 
and an opportunity: 

1) In the years ahead, there un- 
doubtedly will be a continued high 
level of capital goods spending. This 
because many plants still are obsolete 
and there is steadily growing pressure 
to be as efficient as possible. 

2) We also will witness a continued 
high level of research expenditures. 
Significantly, the benefit of past ex- 
penditures still lie ahead. 

3) There will be continuing growth 
of middle-income families, and this 
means underlying stability in the 
economy. Figuratively speaking, our 
income has been redistributed into the 
hands of those who proportionately 
spend the most. 

4) Our population will continue to 
grow and, most important of all, the 
biggest proportionate gain will be in 
the teen-age level. This is the seg- 
ment which consumes most. 

5) The tremendous prosperity now 
being experienced outside the United 
States probably will remain a plus 
factor in our outlook, For one thing, 
it means that we are“living in a more 
peaceful world, a different world from 
that known in the past 20 years. Sec- 
ondly, the world-wide “push” to a 
higher standard of living means a 
new demand for our goods. In Eng- 
land, for example, only 12% of the 
wired homes have electrical refrigera- 
tion whereas the proportion is 98% in 
the United States. 

These are the broad forces. Pur- 
posely, no reference has been made to 
the immediate business outlook—and 
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the reasons are simple: a) The sub- 
ject wil! literally be “talked to death” 
in the next few weeks. b) The tradi- 
tional approach of basing an individual 
issue decision primarily on the over- 
all trend may now be outmoded. In 
other words, “the stock is the thing” 
today (as long as a major collapse is 
avoided, and one does not now appear 
in prospect). 
In this connection, many of the most 

interesting stocks today are not neces- F 
sarily those now in the speculative 
limelight or those representative of 
industries with the theoretically 
greatest glamour. Some, in fact, might 
appear quite pedestrian to the volatile 
minded even though they meet the 
acid test of promising a later specula- 
tive surprise. The list which follows 
spot lights this column’s current pref- 
erences and it obviously includes a 
number of “peace of mind” stocks, i.c., 
issues which will appeal to security 
buyers of all persuasions. The list also 
runs the gamut of speculative emo- 
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NEXT 90 DAYS CAN 
CHANGE YOUR LIFE 


A Warning from 
The Wall Street Journal 


You are living in a period of rapid 
changes. The next 90 days will be filled 
with opportunities and dangers. 

Fortune will smile on some men. Dis- 
aster will dog the footsteps of others. 

Because reports in The Wall Street 
Journal come to you DAILY, you get 
fastest possible warning of any new trend 
affecting your business and personal in- 
come. You get facts in time to protect 
your interests or seize a profit. 

If you think The Journal is just for 
millionaires, you are WRONG! It is a 
wonderful aid to salaried men making 
$7,500 to $25,000 a year. It is valuable 
to owners of small businesses. Read it 90 
days and see what it can do for YOU. 

To assure speedy delivery to you any- 
where in the United States, The Wall 
Street Journal is printed daily in five 
cities—New York, Washington, Chicago, 
Dallas, San Francisco. It costs $24 a year, 
but in order to acquaint you with The 
Journal, we make this offer: You can get 
a Trial Subscription for 3 months for $7. 
Just send this ad with check for $7. Or 
teli us to bill you. Address: The Wall 
Street Journal, 44 Broad St., New York 
4, N. Y. FM 1-1 
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MARKET COMMENT 


by L. O. HOOPER 


Looking Ahead in 1960 


THE YEAR just beginning should be a 
better one for business than 1959. 
Corporate earnings should be higher, 
thanks to better volume and wider 
profit margins. There should be no 


| general deterioration in the prosperity 
| picture. 


On the political front, the impor- 


| tant thing will not be the Presidential 


election. Here two great political par- 
ties, both in essence capitalistic, will 
shadow-box over issues which cut 
squarely across each other. There will 
be more heat than light; and little 
will be decided at the polls, regardless 
of the result. In my opinion, right now 
the Republicans have the lead; but 
that could change. The Democrats 
again should control Congress. 

The big political developments in 
1960 will be in the area of interna- 
tional relations. I expect the trend 
away from “cold war” and big arma- 
ments to continue. That will be good. 
It will be a move toward higher living 
standards at home and abroad. It 
should serve to some extent to justify 
many of these high price/earnings 
ratios for stocks. It feeds the tender 
plant of “confidence.” 

A third political influence in 1960 
will center around the regulation of 
labor disputes. Note that I do not say 
the regulation of labor unions. The 
public will revolt further about “tak- 
ing it on the chin” while unions and 
corporations slug it out regardless of 
the general welfare. On the whole, 


wage settlements 
in 1960 probably 
will be more lib- 
eral than in 1959. 

On the business 
front, the labor 
difficulties of 1959 
probably have ex- 
tended the duration of the period of 
good conditions. The cyclical steel in- 
dustry should have a good year. The 
growth of aluminum consumption will 
be faster than in 1959. The automobile 
industry should sell more cars than 
in any year since 1957. Building will 
be below 1959, but the decline in new 
housing starts will be smaller than 
the pessimists now expect. The big 
companies will continue to expand 
profit margins; but many small com- 
panies will not do as well as hoped. 
The trend toward bigness will con- 
tinue, and accelerate. 

The boom in the electronics shares 
will cool down. The public will begin 
to realize that the stock market has 
over-discounted electronic earnings, 
even if the future of the industry is 
as fantastic as the enthusiasts imagine. 
Investors will begin to separate the 
few sheep from the many goats. 

Interest rates are likely to go higher 
early in the year; but there will be 
a rally in bond prices (and an easier 
trend in money rates) before the end 
of the first half. In my opinion, how- 
ever, we are in a permanently higher 
interest rate economy. We are not 
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going back to very cheap money. | 

On the stock market front, the grow- 
ing shortage of supply in good shares 
will cause the price of blue chips to 
rise. Industry is self-generating most 
of its new capital requirements and 
borrowing the greater part of what it 
does not self-generate. It is not fi- 
nancing, except in the case of utilities 
and small companies, from the sale of 
new equities (stocks). 

This is highly important, since there 
is no new increment of shares created 
to take the place of the equities that 
mutual funds, pension funds and in- 
dividual investors buy up and lock up 
as permanent investments. 

It is impossible to. predict the new 
vogues in stocks until these new 
vogues begin to develop. I suspect, 
however, that common stock buyers 
will continue to be more attracted by 
established, or in-prospect, higher and 
higher earnings trends than by much 
lower price/earnings ratios and higher 
dividend returns in the case of com- 
panies where earnings are stable or 
show a moderate deterioration. 





Today’s stock buyer worships trends 


and is irreverent about arithmetic ab- | 


solutes. The higher mathematics of 
geometrical progression seem to mean 
more to him than easier understood 
simple arithmetic. He will pay more 
for imagination than for present estab- 
lished fact. He is willing to project 
into the future with great abandon. 
The long-range consequences of this 
attitude may not always be pleasant; 
for the percentage of accuracy factor 
in imaginative projections is less than 
100%. Indeed, in such a dynamic tech- 
nological and social situation, it may 
be lower than usual. It is important, 
therefore, for today’s more venture- 
some investors to distinguish between 
the early psychological fruits of con- 
temporary common stock vogues and 
the later consequences of reality. 


Translated to simpler words, many of | 


the stocks now in high vogue eventu- 
ally will be bitter disappointments. A 
minority will deliver the goods, but 
that minority may be amazingly small. 
Perhaps it is wise not to take a too 
“long-term” attitude toward some of 
the Buck Rogers things now in vogue. 

What stocks for 1960? That’s the 
big question, not whence DJ indus- 
trials these next 12 months. Here are 
a few which appeal to me now: Nor- 


folk & Western, H. J. Heinz, Western | 


Union, Electric Storage Battery, Ford 
Motor, General Motors, Philips Lamp, 
General Electric, Eaton Mfg., El Paso 
Natural Gas, Martin Co. (speculative), 
Chrysler (high risk for possible 
big profits), International Telephone, 
Brunswick-Balke, American Express, 
Jones & Laughlin Steel, National 
(CONTINUED ON PAGE 126) 
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You're looking at the place where 
the answers came from — one corner 
in our Research Department called our 
| Wire Inquiry Section, where half a 
| dozen people handle something like 

500 questions a day—more than 
| 125,000 a year. 

Getting some of the answers is sim- 
| ple, of course. They come from ex- 
| perience, from the Merrill Lynch news 
| wire, from a variety of reference 
| sources, from the files of our own in- 
| vestment library, one of the biggest in 
| the business. 
| For others the Wire Inquiry Sec- 





| tion can call on 24 people in our 
Statistical Department where we com- 
| pile aud keep a staggering number of 


Quick—what’s the answer? 


An investor in Denver wants a list of companies that make fiber- 
glass boat hulls ...Or, from Chicago: How does price performance 
of XYZ stock compare with Standard & Poor’s Industrials for the 
past ten years? ...Or, Milwaukee: Please check rumor leading soft 
drink manufacturer here plans merger with major brewery... Or 
Atlanta: What company is marketing synthetic, no-tobacco cigarettes? 


figures about individual industries, 
companies, and stocks. 

Finally, the Section can fall back on 
32 analysts who pride themselves on 
knowing everything an investor ought 
to know about individual companies 
and stocks that make up the particular 
industries they follow. Their knowl- 
edge, facts, and experience are always 
“on tap” to the Wire Inquiry Section 
for — “Quick — what's the answer?” 

If you own securities yourself, if 
you ever want advice or information 
fast on a particular problem of invest- 
ing, just ask, 

If we don’t have the answer right 
here in the office, we think we know 
where we can get it. 


MERRILL LYNCH, PIERCE, FENNER & SMITH 


INCORPORATED 
Members New York Stock Exchange and all other Principal Exchanges 


70 Pine Street, New York 5, N. Y. + Offices in 112 Cities 
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What's ahead in 1960 ? 


{s GRY, x 


‘ae Forecast 
Z. for Stocks 
pe and Bonds 
UST OFF THE PRESS! 


© Face election year uncer- 


tainties with confidence. Be 

guided on profitable invest- 
ment moves by the latest research of 
experts whose experience spans 13 
previous presidential campaigns. Send 
for “Babson’s 1960 Forecast for Stocks 
and Bonds.” It can be worth thou- 
sands of dollars to you. Use it to 
prepare for profits and prevent losses. 


Valuable information includes: 

OUTLOOK FOR SECURITY MARKET 
10 GROWTH STOCKS 

5 LOW-PRICED BARGAINS 

20 INCOME STOCKS 

10 STOCKS TO WEED OUT NOW 


REPORT ON FUEL CELLS— 
“ENGINES OF THE FUTURE” 
SURVEY—RETAIL GROCERY CHAINS 
$20,000 SAMPLE PORTFOLIO 


BONUS FOR PROMPTNESS! 
If you reply at once, you also get, 
without extra cost, a special Bulletin 
entitled “Profits Surge Seen for Auto 
Accessories” with buy recommen- 
dations. 


SUPPLY IS LIMITED 


Be one of the first to profit from this 
once-a-year offer. For $1.00 to cover 
cost of printing and mailing, it gives 
you a sample of the unbiased, un- 
hedged advice that has built estates 
for more than 55 years. Profit from 
the research and experience of the 
Country’s oldest Personal Investment 
Advisory Service. Send for your copy 
of our “1960 Forecast” today. 


MAIL $1.00 WITH THIS AD 


BABSON’S REPORTS, INC. 
Dept. F-105 
Wellesley Hills 81, Mass. 
Please send me BABSON’S FORE- 
CAST FOR STOCKS AND BONDS 
for which I enclose $1 to cover the 
cost of printing and mailing. 





NAME 
STREET 








STOCK ANALYSIS 


by HEINZ H. BIEL 


The Prospect Before Us 


EcoNoMIsTs are virtually unanimous 
in their predictions of new records for 
1960. If all goes well the gross na- 
tional product, the grand total of 
all our efforts, will reach and perhaps 
exceed a half trillion dollars, an im- 
pressive start for the new decade. In- 
dustrial production, personal incomes, 
corporate profits and dividends are all 
headed for new alltime peaks. Bar- 
ring major unforeseeable events, such 
as last year’s steel strike of excep- 
tional duration, 1960 promises to be 
a very prosperous year. 

It should be clearly understood, 


| however, that this favorable outlook is 


not exactly news as far as the stock 
market is concerned. Common stocks 
would not be selling at present levels 
if investors were not confident of con- 
tinuing growth of the economy which, 
of course, implies higher earnings and 
larger dividends. In many instances, 
indeed, investors will have to look 
very far ahead if they want to attempt 
to rationalize present valuations of 
certain stocks. 

Yet, who can blame them? Two full 
decades have gone by without any- 


| thing more serious than brief and 


comparatively mild interruptions of 
economic expansion on a broad scale. 
It is not at all surprising, therefore, 
that people begin to question the 


| validity of business cycle theories, of 
| the inevitable sequence of boom and 


depression. Trusting that we have 


| mastered the art of controlling our 


economic destiny, they now look 
forward to another decade of growth, 
one that will lift the gross national 
product by as much as 50% to some- 
where around $750 billion. 

This is the vision of a New Era. A 
similar dream a generation ago was 


| shattered with catastrophic conse- 


quences. But this in itself is not a 
compelling argument that the dream 
of the Golden Sixties will not ma- 
terialize. How well we will succeed, 
no one can predict. Much depends on 
our own conduct, our self-restraint, 
our political maturity. But we must 
also consider that the United States 
no longer holds the uniquely com- 
manding economic position in the 
world which she enjoyed during the 
Forties and Fifties, and to an increas- 


| ing degree our economic policy will 


be affected by international consider- 

ations which, at times, may be in 

conflict with internal requirements. 
Investments in common stocks, al- 


| most by definition, are based on con- 


fidence and optimism. There is no 


reason to negate 

this premise. The 

prudent investor, 

however, should 

not dream and 

hope but be pre- 

pared to face re- 

alities; his confi- 

dence in the fu- 

ture must be tempered by the firm 
resolution not to take anything for 
granted. 

This will be a good year for busi- 
ness and a good year for investors. 
It is a little early to estimate what 
corporate earnings will be, but a 
guess of $40 to $42 on the DJ in- 
dustrial stock average, a new record, 
may be fairly close. Such earnings 
are presently appraised at 16 to 17 
times, which is high but perhaps not 
excessive. In periods of great op- 
timism, or shall we say overconfi- 
dence, the price/earnings ratio may go 
up to 20 times earnings. I don’t know 
whether the average will reach 800 in 
1960, but I expect it to rise well above 
700, probably during the first half of 
the year. Lest we be carried away by 
this possible prospect, let us keep in 
mind that the distance from the 1959 
high to 750 is a mere 10%. 

With so many recently popular 
stocks selling at prices which no 
longer have any reasonable relation- 
ship even to foreseeable future earn- 
ings, not to mention present earnings, 
it is surprising that a number of truly 
high-grade companies with good pros- 
pects are still available at a conserva- 
tive 10 to 12 times present earn- 
ings ratio. An outstanding example 
is Ford Motor (89) which is expected 
to show over $8 a share for 1959 and 
likely to do better than that this year. 
A larger dividend is a strong proba- 
bility, and a stock split would not 
come as a surprise. 

American Motors (81) seems to be 
well able to hold its own in the grow- 
ing market for compact cars which it 
had created itself in the face of the 
American automobile industry’s skep- 
ticism and opposition. After all the 
good news (stock split and dividend 
hike) had been announced, the stock 
reacted 20% from its high. At less 
than seven times estimated 1959/60 
fiscal year earnings American Motors 
once again looks like a very promising 
speculation. 

The analyst is tempted to be face- 
tious when it comes to electronics 
stocks. A record of never having paid 
a cash dividend seems to be the pre- 
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requisite for stock market success, 
viz. Ampex, Litton, Texas Instru- 
ments. Maybe the 1960 investor will 
be more discriminating in his search 
for values and will discover stocks 
like Bendia: Aviation (73) whose solid 
record of earnings and dividends 
seems to be incongruent with the 
popular image of an_ electronics 
growth company, just as the word 
“aviation” in its corporate name is 
now considered a handicap. Bendix 
may earn close to $6 in the current 
fiscal year. 

Singer Manufacturing (54) is a sad 
example of an old and solidly en- 
trenched company which muffed its 
potential in the decade following 
World War II. Despite its huge finan- 
cial resources and an unparalleled 
retail organization spanning the globe, 
Singer lost much of its dominance in 
the sewing machine field to competi- 
tors from Italy, Germany and Japan. 
A rejuvenated management appears to 
be well on the road towards restoring 
Singer’s trade position and earning 
power. Significant may be the inten- 
tion to register the stock with the 
SEC, to list it on the NYSE (at 
present it is only “traded” on the 
American Stock Exchange), to pub- 
lish quarterly reports and to give 
some consideration to the stockholder 
as the real owner of the business. 

Singer is remarkable in many re- 
spects. The stock has paid dividends 
since 1863; it sells more than twenty 
points below its 1946 high; its most 
conservatively stated book value of 
$68.83 a share is more than 30% above 
the present market price. If the new 
Singer management succeeds in its 
efforts, the stock should prove one 


of the great investment bargains. 1959 | 


earnings are estimated at around $4 
a share. 

Standard Packaging (37) has been 
discussed in this column twice before, 
at 9% on November 15, 1956, and at 15 
on June 15, 1958. Once again, even 
at a very much higher level, it seems 
appropriate to call attention to this 
well and very aggressively managed 
growth company which, after a year 
of consolidating and digesting its 
numerous acquisitions, appears to be 
headed for a significant gain in sales 
and an even greater increase in 
profits. Net income for 1960 may rise 
to about $2.50 a share as compared 
with an estimated $1.80 in 1959. Be- 
cause of continuing large capital ex- 
penditures, it is not likely that cash 
dividends will be paid in the near 
future. 
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WOULD YOU SPEND 


LON A 


‘20 


for Investment Success 
in The Opportunity Year Ahead? 


- . « just $20 a year for the facts and guidance you need 
to help make the best possible decisions regarding your 
securities during this important period. 


WELL that’s all it costs you for the most complete investment service we've 


been able to devise after 57 years of successful experience . 


. » the same 


= service already endorsed by more than 67,000 investors who thoroughly believe 
that it’s worth every penny of the $20 they pay—and more! 


BECAUSE HERE'S WHAT YOUR $20 BUYS... 


s The annual “Stock Fact- 


Specialized, personal 
and confidential advice 
about any investment as 
often as once a week. 

The best and most considered opinion 
we can mail you on any particular 
stock—the most seasoned advice we can 
give you on whether to buy, sell, or 
hold. (Available free to subscribers, 
can’t be purchased alone at any price.) 


ograph” Manval—a 304- 
page indexed review of 
more then 1,800 stocks—a 
parade of pertinent facts 
that highlight their good 
— and bad—makes the 
actograph indispensable 
as a ready-reference guide. 
(Sells separately at $5.) 


FREE 








2 if you act NOW! 


This 72-page book on /> 
the basic principles and 
procedures of invest- 
ment success free 
with your order: | nny, 
Planning a Portfolio a hb 
Investing for Profit 
Investment Timing « Growth Stocks 
How to Read Market Action 


Stable income Stocks 


Whet to look for in 
Mutual Funds 


IN ADDITION TO 


A full year’s subscrip- 
tion to FINANCIAL 
WORLD—52 fact- 
packed issues of a mag- 
azine published for 

just one purpose—to 
keep you current on ex- 
actly what’s happening 
and why, in the / 
world of stocks, 

bonds and busi- 

ness, to catch 

trends as they start, 

to let you profit from the 

most attractive opportunities to buy or 
sell. (Costs $26.00 at your newsstand.) 


|] some, 
S 
ow 


PLUS—12 MONTHLY STOCK GUIDES— 
The famous FINANCIAL WORLD 
monthly supplement, “Independent Ap- 
praisals” of nearly 2,000 stocks. Digests 
of price ranges, earnings, dividends and 
our independent rating for income and 
profit. (Similar guides would éost up 
to $24.) 


that sounds like $20 worth of 

tax-deductible expense to you, 
+++ $20 that will increase your income, 
improve your portfolio and assure in- 
vest t + «+ « just return this 
“ad” with your name and address, and 
your check or money order. (26-week 
trial offer includes all these services 
for $12.00.) 





FINANCIAL WORLD 


Dept. FB-11—17 Battery Place, New York 4, WN. Y. 














SPECULATORS ATTENTION! 


Electronic Computer brings new 
ways to forecast market turns. 
Send only $1.00 for three week 
trial subscription to the new 
SPECULATOR’S SERVICE and 
receive as a bonus a nine year 
analysis of Tri-Continental 
warrants. 


MARKET RESEARCH ASSOC. 
108 S. Los Robles, Pasadena, Cal. 
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oom Ideas about the Merk: | 


‘strategy for investors 


$2 at bookstores or postpaid from 
SEMAGRAPH SECURITY STUDIES 








1030 North Bivd., Ook Park, til. 
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e STOCK « 
e COMMODITY « 
LETTERS 


The Oldest Cyclical Forecasting Service! 
WRITE TO: 


>w. D. GANN Research, | 


Box 6248 AIRPORT 
St. Louis 34, Missouri 





SHARPEN 
YOUR INVESTMENT 
JUDGEMENT WITH 
CREATIVE RESEARCH 





INVESTMENT POINTERS 


Let’s Face It 


UNFORTUNATELY, a few of the recom- 


| mendations made by this column dur- 


| ing the last year did not work out 


An objective approach to the stock’ 
market and the economy is always | 
essential — particularly at the start | 
of a year which will see crucial de- 
cisions made. New opportunities in | 
new industries are being created. | 
Basic industries show variable long- | 
term trends and selectivity is more 
than ever the cardinal rule for sound 
investing. We believe that our 70 
years’ experience in the security mar- | 
kets and our principles of Creative | 
Research provide a sownd basis for 
recognizing outstanding nvestment | 
opportunities. 


“Creative Research” describes the 


favorably—either declined slightly or 
moved very littlhe——and I think a re- 
view of those recommendations would 
be in order as the new year begins. 

ACF Industries is a major manu- 
facturer of railway freight (including 
the new 85-ft. railway flat car for 
piggyback trailers), passenger and 
subway cars. In recent years, the 
company has diversified into such lines 
as valves for oil and gas wells, elec- 
tronic gear, aircraft and missile com- 
ponents and atomic energy material. 
In addition, a fleet of 15,000 tank cars 
is leased. The steel strike adversely 


| affected the company in 1959, having 


resulted in the closing of two of its 


| three railroad equipment plants and 


in the slowing up of orders from the 
automobile industry. Earnings last 


| year, while expected to show an im- 
| provement over 


the $1.21 a share 
earned in 1958, will be under previous 


| estimates. Nevertheless, for the full 


originality, scope, and strength of | 
our investment resea-c’. Our large 


Creative Research stait explores all 
American enterprise for sound, re- | 
warding investment opportunities 
which seem desirable for specific in- 
vestment purposes: capital growth, 
income, or stability. 


Whatever your investment objec- | 
tives, and whatever amount you have 
to invest, we believe we can make 
recommendations that will interest | 
you and fit your particular require- | 
ments. 


year, $3.25 per share is estimated. 
A substantial recovery is looked for 
in 1960 as the effects of the steel 


| strike wear off, and earnings of $6 per 


share appear to be a reasonable ex- 
pectation. An increase in the dividend 
would also appear to be possible. The 
railroad equipment industry should 
experience good times this year, as 
the need for new equipment is large. 


| The stock is now selling around 50, 


compared with a price of 52 when 
recommended here nearly a year ago, 
and affords a return of 5% on the 


| present $2.50 annual dividend. Re- 


tention is advised and new purchases 

appear warranted on reactions. 
Atchison, Topeka & Santa Fe, 

recommended here last June at 27, 


| advanced to a high of 32% in July. It 


| subsequently reacted to a low of 24% 


Our current Monthly Letter is a | 
good example of why we feel Crea- 
tive Research is the “key to sound in- | 
vesting.” If you would like to receive | 
a copy, just send a card or letter to 
Department R. 


GOODBODY &CO. 
ESTABLISHED 1891 
MEMBERS OF LEADING STOCK 
AND COMMODITY EXCHANGES 
2 BROADWAY, NEW YORK 4 


OFFICES IN 39 CITIES 











in November. Since that time, it has 


| recovered to its recent price of around 


25-26 where it would appear to be at- 
tractive for income and long-term 
capital appreciation. For the first ten 
months of 1959, profits were about 


| equal to the same period a year ago 
| when $1.74 a share was earned. For 


the full year, earnings are estimated 
at around $2.50-$2.60 a share. The 
$1.45 indicated annual dividend ap- 
pears safe for the foreseeable future, 
and there is an excellent chance that 
it will be increased during the next 12 
months. Present yield, 5.7%. 
According to one of the leading 


by J. DONALD GOODWIN 


financial services, 

some of the lead- 

ing mutual funds 

were buyers on 

balance in Atchi- 

son during recent 

months, with the 

Massachusetts In- 

vestors Trust currently owning 775,000 
shares. I continue to regard it favor- 
ably and suggest new or additional 
purchases at or around its recent price, 
and on reactions of 2 to 3 points. 

Bath Iron is now selling at approxi- 
mately the same price as it was when 
recommended here 11 months ago. 
During that period, earnings have 
held up well and are estimated at 
around $6 a share for last year vs. 
$5.03 a share in 1958. The $3-annual 
dividend affords a return of 5.6% on 
the recent price of 53. The cornpany 
currently has enough orders on its 
books to keep it busy through most of 
1960 and 1961, so that for the next two 
years, earnings should remain good. 
I continue to believe that Bath will 
get a good share of the U.S. Navy’s 
long-range program to convert its 
ships to atomic power, and advise re- 
tention on this basis. Also capitaliza- 
tion is small and the yield good. 

Burroughs Corporation was a Gis- 
appointment during most of last year. 
However, in the latter part of the year 
the stock rallied from its October low 
of 28 to 37, near which it is now sell- 
ing. Earnings in 1959 were expected 
to show moderate improvement over 
the low level reported in 1958, and 
further gains are indicated for this 
year. Last November Burroughs re- 
ceived a $35-million contract to build 
a system to extend the air defense 
network seaward by placing a radar 
station in reconnaissance aircraft. 
Prior to receiving this contract, the 
company was already engaged in 
SAGE (semiautomatic ground en- 
vironment) work to the tune of $124 
million. In addition, contracts are held 
in excess of $77 million for the Atlas 
Intercontinental Ballistic Missile Guid- 
ance Computer. The company’s busi- 
ness machine and computer business 
continues to grow, and substantial 
gains in sales and earnings are antici- 
pated. The stock could be slow for a 
while, but I continue to favor it for 
long-term appreciation. 

Carrier Corp. has moved very little 
one way or another during the last 
year aid is practically unchanged in 

(CONTINUED ON PAGE 126) 
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Can the Dow 


Double Again in the ’Sixties? 


From Babson Park’s Spear & Staff 
Comes One of the Most Provocative and Exciting 


ANNUAL PROFIT FORECASTS in Recent Stock Market History 


Picks 19 “Best Buys” for Spectacular 1960 Gains 


Challenges “Sacred Cow” Concepts of the 
Classic Dow Theory and Shows How 4 Funda- 
mental Changes Affecting its Application May 
Help You Step Up Your Stock Market Profits 


Projects Next Year’s HIGH and LOW Levels in 
the Dow Jones Industrial Average 


Reveals Roger Spear’s Uniquely Successful 
“Timing” Technique for Measuring Profitable, 
Long-Term Market Swings 





Basson Park, Mass.—If you’ve been planning to 
adopt the same investment strategy in 1960 that 
you used in 1959, prepare your mind now for a 
series of surprises. They are contained in Spear & 
Staff’s new 1960 Forecast or BUSINESS AND STOCKS. 


“One of these surprises,” says w_.l-known financial 
authority Roger Spear, “‘is likely to be the vigor, size 
and height of the market during at least one period 
in 1960. But,” he cautions, “this strength will probably 
be more selective and concentrated than usual, and the 
big advances are likely to come in specialized com- 
panies and certain strong industry groups.” 


To help investors improve their investment deci- 
sions, this Forecast explains, in detail, Roger Spear’s 
unique, time-tested “Channel Theory” which has been 
so remarkably successful in projecting long-term mar- 
ket swings. It shows how, under one set of circum- 
stances, the Dow-Jones Industrials could hit 1200 
in the “fabulous” 1960’s. More than 500 points 
higher than it is today. 


PREPARE NOW FOR BIG 
1960 PROFITS 


In what appears destined to be one of the most im- 
portant — and perhaps most controversial — ANNUAL 
Forecasts ever published by Spear & Staff, its Editors 
introduce a new twist on an old forecasting technique. 
For the first time in print they evaluate the 4 funda- 
mental changes that have taken place affeciing the 
application of the Dow Theory and show how these 
changes may be used to increase your profits. In addi- 
tion, Spear Editors 1) project the upper and lower levels 
of the Dow-Jones Industrials during 1960; 2) appraise 
the vital economic factors most likely to influence your 
profits; and 3) give you their selections of the 19 “Brest 
Buys” for larger 1960 gains. 
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Which of These 52 Stocks 
Promise Widest Gains in 19607 


Dow Chem. 
Fairbks.-Whit. 
Fairch. C&T 
Gen. Dynamics 
Gen. Tire &R 
Goodrich 
interchemical 


Aluminum Co. 
Amer. Electro. 
Amer. Motors 
Amer. Exp. 
Amer. Stand. 
Balt. & Ohio 
Beth. Steel 
Botany Ind. 
Budd Co. 


Motorola 
Nat. Theatres 
N. Amer. Av. 
Olin Math. 
Oliver Corp. 
Pauley Pete 
Reeves 
Singer 
Socony Mobil 
Solar Aircr. 
Sperry Rand 
Std. > De 
Stude.-Pack. 


Textron 
Townsend Corp 
Union Carbi. 
United Aircr. 
United Fruit 

U. S. Gypsum 
U. S. Plywood 
Walker, Hiram 
Woolworth 
Wrigley 

Yale &.. Towne 
Youngst. Sh. & T 
Zenith Radio 


Commonw. Ed. 
Cont. Motors 
Curtiss-Wright 


Lorillard 
Merck 
Montgomery W. 











The 19 “Best Buys” selected by Spear Editors are de- 
scribed in a 5-part Report. 


PART | —4 Low Priced Depressed “Merger Empires” for Extra Big Profits 
PART I! —5 Hustling Money Makers Each With Its Own Profit Specialty 
PART I11—4 Different and New Types of Money Management Growth Stocks 
PART IV —5 Established Growth Stocks Now Entering a New Growth Phase 
PART V —1 Stock Now at Less Than ¥2 Its Estimated True Value 


Special Annual Forecast Offer 


To prepare you for larger profits in 1960, we will send you 
a copy of this new 1960 Forecast and Report on 19 “Best 
Buys” for Big 1960 Gains with a 2-week trial to the Spear 
Market Letter for just $1. Fill in and mail the coupon 
below today. 


Babson Park 57 


SPEAR & STAFF INC. Massachusetts 


Investment Advisers since 1940 


Yes, please send me your new 1960 ANNUAL FORECAST OF 
BUSINESS AND STOCKS with the 19 “Best Buys” selected by 
Spear Editors. Also send me 2 issues of the SPEAR MARKET 
Letter for just $1. 


Check here if you prefer a 3-months’ trial 
at special $15 rate. (Regular rate $20.) 


NAME. . 
ADDRESS have 
ZONE STATE 
(New Subscribers Only) SP1-80 








deVegh 
Investing 
Company, 


Inc. 


A DIVERSIFIED 
OPEN-END INVESTMENT 
COMPANY 
that seeks 
REASONABLE 
DIVIDEND INCOME 
and 
LONG-TERM 
CAPITAL GROWTH 


subscription price: 
NET ASSET VALUE 
PER SHARE 


NO SALES CHARGE or 
UNDERWRITING 
COMMISSION 
Periodic Purchase Plan 
available at no extra cost. 


Mail this coupon for a copy of the Prospectus. 


deVegh Investing Company, Inc 
26 Broadway, New York 4 

















Chartcraft Weekly P&F 
Commodity Service 


A complete POINT & FIGURE Service for 


the trader . . . issued every Thursday. Cov- 
ers all popular commodities . . . giving buy 
—sell—-and stop loss ints .. . all illus- 
trated by point and figure charts. 


@ For 6-Week Subscription plus 
FREE Point & Figure Guide, 
Send $10.00 to... 


Chartcraft, Inc., Dept. F-12 
1 West Ave., Larchmont, New York 














One Stock 
for Maximum 
Appreciation? 


3 reciation — the 
© kind of ood that could be the ‘‘corner- 
— stone” of your personal success and 
a a even your family fortune. There 
: believe, 8 factors you must con- 

icking such a stock. You'll see 
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TECHNICAL PERSPECTIVE 


by JOHN W. SCHULZ* 


Where Are We Now? (II) 


SEASONAL tradition as well as market 
developments seem to call for another 
article under this headline. However, 
what follows is not intended to be an 
“annual forecast.” Instead, as I did 
in the article of October 1, 1959, I 
want to show you how Point & Figure 
analysis of past and present market 
conditions can indicate how the 
probable further course of events 
should proceed. (The October 1 
article also explained briefly the 
theory and mechanism of P&F charts; 
you might refer to that issue.) 

As I pointed out on previous occa- 
sions, the major uptrend in the Dow- 
Jones industrials from their 1957 low 
to the high of 679 last August (plot- 
ted on the 675 level of the accompany- 
ing chart) may be interpreted as 
having originated in the large reversal 
base of 1957-58. This base can be 
seen in the central portion of our 
chart. Like a loop, it reaches from 
the July 1957 high at 520 to the point 
in September 1958 where, for the first 
time, the DJI reached 525. Readers of 
earlier articles will recall that, in 
market-technical analysis, a reversal 
base represents a supply-demand con- 
dition from which an uptrend can 
be expected to originate. Because of 
the nature of P&F charts, and on the 
basis of long factual observation, the 
lateral extent of a reversal base is 
presumed to indicate, in numerical 
terms, the potential carrying power 
of an ensuing uptrend. 

As you can see from the chart, 


this proposition 

was borne out 

(once again) at 

last August’s high, 

to the extent that 

the uptrend ori- 

ginated in the 

1957-58 base. In its 

lower portion that 

base spans 17 columns of price rever- 
sals on the 445 line. Target A (solid 
circle) was projected 17 units, of five 
points each, above the 445 line to the 
530 level and suggested, in May of 
1958, that new highs could be reached. 
Target B at 675 represents an extreme 
measurement of the 1957-58 base at 
its widest and highest level and sug- 
gested, in September 1958, the prob- 
able maximum extent of the major 
uptrend, so far as the 1957-58 base 
was concerned. 

Since the decline to the September 
22nd lows (actual hourly level 616, 
plotted here on the 620 line) failed to 
complete a significant top reversal, 
and because there are now reasons 
to believe that the majo uptrend can 
be resumed, the time has come to in- 
quire how much furthey the uptrend 
could carry. 

Our chart of the DJI begins at a 
point in February at 1956 and extends 
to the time this is being written (DJI 
around 665). You can see from this 
chart that the 1957-58 reversal base 
is only about one half of a larger con- 


*Mr. Schulz is a partner in Wolfe & Co., 
members of the New York Stock Exchange. 
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solidation phase that began in early 
1956 (or, at a little lower level, about 
six months earlier). This phase can 
be viewed as a somewhat distorted, 
but nevertheless genuine, reversal 
base in its own right, and the uptrend 
to date as only a partial reflection 
of its technical implications. 

There are, in my opinion, three 
logical measurements that can be ap- 
plied to this large base and that will 
yield targets above 675. Two of these 
measurements can be taken on the 
475 level. The first begins at the 
eleventh column from the start of the 
graph and spans 46 columns of price 
reversals to the last entry on the 475 
line. This permits projection of target 
C on the 705 line (46 units above 475). 

The second measurement begins at 
the fourth column of the chart, but is 
otherwise identical with the first. It 
yields target D on the 740 level. 

The highest target that can be pro- 
jected from the 1956-58 base, as it is 
charted here, results from an extreme 
measurement at its widest and highest 
level, the 520 line, where the base 
spans a total of 58 columns of price 
reversals. This places target E on the 
810 line. 

Turning to the most recent action 
of the DJI, you can see that at the 
665 level (last column), the highest 
points of the preceding nine columns 
have been exceeded. The price action 
represented by these columns has 
traced out a typical reversal base, 
which can now be considered com- 
plete, and which will yield a conserva- 
tive target (F) at 675 and a more 
liberal target (G) at 690. The latter 
target suggests that the August 1959 
high (679) can be exceeded by a satis- 
factory margin. 

At the time I am writing this, it is 
probably wise to make allowance for 
some more lateral action below 680, 
since the November-December rise 
to 665 was somewhat fast and had lit- 
tle consolidation. But since a com- 
pleted base usually implies good sup- 
port for subsequent minor reactions, 
it seems doubtful that an eventual 
move to above 679 should fail. 

You will realize that ea rise to at 
least 680 would complete a somewhat 


larger base structure, whose fullest 


measurement could be taken on the 
675 line. Assuming, for the sake of 
illustration, that the move to 680 (or 
higher) were to occur in the last 
column plotted on our chart, we can 
place a tentative target H (open 
circle) at 730. If more lateral action 
occurs before 680 is reached, target 
H could be raised accordingly. 

I should sum up the story told by 
this chart as follows: New base action 
evolving out of the August-September 

(CONTINUED ON PAGE 129) 
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For investors who still hope to get in on 
the ground floor of the big new buying 
wave now sweeping many electronic stocks 
upward, the days for large profits are get- 
ting shorter. This is the experienced opin- 
ion of the editors of the recently launched 
Science & ELECTRONICS INVESTMENT 
LeTTER...a specialized service concentrat- 
ing on the exciting profit opportunities to 
be found in America’s fastest growing 
industry. 

- So rapidly have events been shifting in 
this burgeoning business that some com- 
panies which were virtually unknown just 
a few months ago are already emerging as 
strong new profit leaders. How can these 
awakening giants of tomorrow be detected 
today from among the hundreds of com- 
panies in this field? 

How to Look for Big Gainers 

One way to get a stake in this mush- 
rooming new growth wave is to find com- 
panies with New Markets, New Products, 
and New Situations. It was the develop- 
ment of the new transistor, for example, 
that shot Texas Instruments from 5% to 

193 in less than 5 years, It was a mew mar- 
ket for magnetic tape that turned a $675 
investment in Ampex into $13,700 in less 
than 4 years. And revolutionary uses of 
new ultra-sonic techniques pushed a $1000 
investment in Acoustica up to $30,000 in 
only 2 years. 


Just mail the coupon below with $1 today. 


Babson Park, Massachusetts 


Yes, send me your Special 
Report, your Mystery Growth 
Stock, plus 2 issues of the 
new SCIENCE & ELECTRON- 
ICS INVESTMENT LETTER. 
My $1 is enclosed. 

New Subscribers Only 


Name 


Address.... 


IS TIME RUNNING OUT 
ON ELECTRONICS PROFITS? 


3 Stocks from $8 to $33 for Speciacular 1960 Gains 


To help you take advantage of the spec- 
tacular profit opportunities that are now 
developing in the electronics industry, the 
editors of the Science & Evectronics IN- 
VESTMENT LETTER have chosen 3 of the 
stocks below for big advances in the next 
12 months. 


Which 3 of These 19 Stocks 
Promise Greatest 1960 Gains? 


Admiral Maxon, W. L. 
Audio Devices Microwave 
Burndy 


Narda 
Clarostat Reeves Sound 
El-Tronics Rheem Mfg. 
Lear Servo- 


Magnavox mechanisms 


Each of these 3 stocks is candidly dis- 
cussed in a new Special Report called: “3 
GROUND-FLooR GROWTH OPPORTUNITIES 
FoR Bic 1960 Prorits.” But they are not 
for the investor who wants stable dividend 
payers. They have been selected specifically 
for the man who wants action instead. 
Here's what you will find in the Report: 


3 stocks which all have new markets, 
new situations or new products. All 3 
are in dynamic, fast-growing segments 
of the electronics industry. Each has a 
good, aggressive management behind it. 
All 3 appear to have the unique poten- 
tials that place them high among today’s 
best profit opportunities. 


Square D 
Sterling Prec. 
Temco 

Texas Instr. 
Tung Sol 

U.S. Industries 


$ SPECIAL OFFER: To introduce you to our new, bi-weekly SCIENCE & ELEC- 
TRONICS INVESTMENT LETTER, we will send—for only $1—2 issues of our service 
plus (1) the Special Report described above and (2) a MYSTERY ELECTRONICS 
GROWTH STOCK recommendation which our Science editor believes could leave 

most other electronics issues far behind after its soon expected listing on the NYSE. 


SCIENCE & ELECTRONICS INVESTMENT LETTER 


Published by Spear & Staff, inc. 


Check box if ler a 3-month trial 
at special $28 rate tl ( 


Regular rate $30.) 














|\Conn., writes: 
for the small investor.” 





HOW TO MAKE 
SHREWD SPECULATIONS 


in stocks under $5 or $10 


Now you can get revealing reports giving analysis and opinion on investment bargains | 
in little-known stocks. These are stocks of HIGH-GRADE companies that are well | 
managed, have good earnings prospects, yet are overlooked by the average investor 
We specialize in selecting these stocks selling under $5 or $10. A. J. G. of Westport, 
“I now take 4 other services, but yours is one of the best I have seen 


In toese 











See for yourself how large profits may be | 
FREE REPORTS ® reaped from a small investment i b 
& LOW-PRICED “hidden-value stocks.” The | 


recommendations you receive are impartial. We are not an investment dealer or | 
broker, and no salesman will call. To receive free SSR Reports for one month, just | 
mail this ad—or postcard—together with your name and address to: 


SELECTED SECURITIES RESEARCH, INC., DEPT. F-82, SEAFORD, L. |., WN. ‘| 
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there is only 
ONE mutual 


investment fund 
named 


ENERGY 


IT IS THE ONLY FUND CONCENTRATING 
IN THE ENERGY FIELD THAT IS OFFERED 


_ WITH NO COMMISSION OR SELLING 


CHARGE OF ANY KIND. Shares are 


6 offered at net asset value. There is a 
- 1% redemption charge. 


— oil and gas; electric and gas utilities 
_ and other activities related to the 


Energy Fund is a mutual fund investing | & 


for growth possibilities in electronics; 
high energy fuels; missiles and other 
space uses for energy; atomic energy; 


a energy fields. 


SEND FOR FREE PROSPECTUS 
Write Department F 


Distributor 


RALPH E. SAMUEL & CO. 


Members W. Y. Stock Exchange 
2 Broadway, N. Y. 4, N. Y. 
Tel. Digby 4-5300 





peewee eee 


For Investors 
Seeking Long Term 
GROWTH POSSIBILITIES 





This Mutual Fund seeks possible growth of 
capital and income by investing in a diversified 
list of companies in ae industries which are 
active in chemical science 


Protects won requ from you deat or 
below 


F. EBERSTADT & CO. INC., 
Mano and Mistributor of Chemical Fund, inc. 
65 Wosdewys, tte You 6, N. Y., Dept. F. 








THE FUNDS 


| Management Companies: 


TOO MUCH OF A GOOD THING? 


Mutvat fund management companies 
have been vigorously touted as a 
“growth industry” and sure-fire in- 
vestment. The fact remains, how- 
ever, that shares of some of the man- 
agement companies that “went public” 
last year have not done very well in 
the market. 

Fund management companies have 
an obvious appeal. It costs little more 
to run a $200-million fund than it does 
a $100-million one. The management 
fee after the first $100 million, there- 
fore, is almost pure gravy. As a shin- 
ing example of this truth, simply 
consider the earnings chalked up by 


Investors Diversified Services, which 
rose from $12.8 million in 1958 to an 


estimated $16.5 million last year. 

Among the new offerings, Keystone 
(group assets: $500 million) came on 
the market first, in April. Issued at 
26 times earnings, the shares were 
gobbled up, and their price doubled 
in two days. 

Witnessing this, Hugh W. Long 
(Fundamental Investors Inc.; group 
assets: $740 million) and Television 
Shares Management (Television-Elec- 
tronics Fund, assets $310 million) of- 


| fered their shares in August at 35 


times earnings. The shares sank like a 
stone. Long’s dropped from 35 to 22. 
TV Shares fell from 254 to 16. 

Part of the trouble seemed to be 
that the market was overloaded. Key- 
stone, the first on the scene, had 
issued only 56,000 shares. But Hugh 
W. Long issued 280,000 and TV 
Shares 206,000. That, at least, is the 
explanation offered by Lynn Shurt- 
leff, of the stock exchange house of 
Laird, Bissell & Meeds, who make a 
market in these shares. “The Key- 
stone offering,” he argues, “was a 
small one, and attracted a highly 
specialized demand.” 

Warned by their fate, Waddell & 
Reed (United Group: assets $680 
million), which had all of 360,000 
shares to offer, issued them at only 
18 times earnings. 

Recently Waddell & Reed was sell- 


| ing at 28 times earnings, Keystone 
| at 27 times, Hugh W. Long and TV 
| shares at 24 times. 
|mot a manager but a sponsor only 
| (group assets $2.3 billion, including 
| M.LT.), went public last month at 19 
| times earnings, and the price of the | 


Vance, Sanders, 


shares has held steady. 
It seems clear therefore that, de- 


| spite all the big talk, the interest in 


the shares of these management com- 








One of New York’s finer 
hotels — in exclusive 
Washington Square. 
Spacious single rooms 
from $9 daily, With air- 
conditioning from $12. 
Lavish 2 and 3 room apts. 
with serving pantries. 
Substantial savings by the 
month or on lease. 
N. Scheinman, Managing Director 
GR 3-6400 


24 FIFTH AVENUE at 9th STREET 


RADIO CORPORATION 
OF AMERICA 


Dividend Notice 


The following dividends have been 
declared by the Board of Directors: 


First Preferred Stock 


87% cents per share on the First 
Preferred Stock, for the period 
January 1, 1960 to March 31, 
1960, payable April 1, 1960, to 
stockholders of record at the close 
of business March 7, 1960. 


Common Stock 


In addition to a regular quarterly 
cash dividend of 25 cents per share, 
a 2 per cent. stock dividend was 
declared on the Common Stock. 
The cash dividend is payable Janu- 
ary 25, 1960, and the stock divi- 
dend February 1, 1960, both to 
stockholders of record at the close 
of business December 18, 1959. 
ERNEST B. GORIN, 

Vice President and Treasurer 

New York, N. Y., December 4, 1959 


DIVIDEND NOTICE 


The Board of Directors has declared 
a regular quarterly dividend of 25¢ 
per share on the common stock of 
this Company, payable 
January 5, 1960, to stock- 
holders of record at the 
close of business December 
18, 1959. 

R. L. To.iert, 

President 
Big Spring, Texas 
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FUNDS 
VS. THE MARKET 


panies is limited. The mutual fund 
boom notwithstanding, the public’s 
appetite for management company 
shares is not unlimited. There can 
be too much of a good thing. 


Statistics: 
THE BONES OF HISTORY 


As everyone knows by now, 1959 was 
yet another record year for mutual 
funds. The National Association of 
Investment Companies’ preliminary 
estimates show that every figure was 
bigger than in 1958. 

Total mutual fund assets were over 
$15 billion, compared with $13.2 bil- 
lion at the beginning of the year. The 
number of shareholder accounts (an 
individual may have more than one 
account) rose from 3,630,000 to 4,300,- 
000. Sales came to 2.3 billion, 42% 
more than the $1.62 billion reported 
for 1958. However, the 1958 figures 
don’t include three big underwritings 
—One William St., Lazard and Well- 
ington Equity funds. If you include 
these, 1959’s increase was a respect- 
able, but less spectacular 15%. 

But here’s the rub. Redemptions 
rose by 55%, from $511 million in 1958 
to $790 million. Thus, net new money 
—sales minus redemptions—in 1959 
came to $1.51 billion. That was just 
2% more than 1958 if you include the 
underwritings. 

The greater part of these redemp- 
tions, however, came while the mar- 
ket was bulling upward in the spring 
and early summer. As the averages 
began to slip, redemptions tended to 
dry up. This confirmed a point funds- 
men always lovingly dwell on: when 
the market is weak, mutual fund 
shareholders sit tight and wait for 
better times. 
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STOCK MARKET CRISIS Ih IN 
NEXT 30 DAYS? 2°". 


The stock market action of recent weeks 
clearly indicates the possibility of a severe 
adjustment ahead. ould you like to have 
us notify you when we think this is going 


“The famous Dow Theory has pointed 
out the right “BUY” and “SELL” signals 
nine times cut of ten since its inception 
more than 60 years ago.” Three weeks be- 
fore the great 1929 market crash, the Dow 
Theory clearly signaled the coming collapse. 
More recently, we were able to help our 
subscribers sidestep the declines of 1948, 
1953 and 1957 and cash in on the great rises 
of 1953, 1956 and 1958. 

. can be included in our 

system” by simply becoming a trial 
eebeer’ r to the Dow eory Forecasts 
Investment Service for the next 30 days. 

ll we ask is one dollar to cover the cost of 

eo and handling. And as a Special 

S; if you act now, we will 

also send you at no other cost, 
our oe Report on 3 NEW 
STOC that we think will of- 
fer unusual profit ssibilities 
during the next rally. Here is 
an exceptional opportunity to 
try one of the country’s leading 
investment services 
mail. 

This Special Offer to become a 
trial subscriber and sample our 
complete investment service 
places you under no obligation 
to continue the service later on. 
Should you wish to become a 
regular subscriber at the nomi- 
nal cost of only $5 a month, you 
may do so at the end of the trial 


“private 


irectly by Serv 


DOW THEORY FORECASTS, 
17 E. 48th Street, Dept. F-1, 
Please send me your Weekly Forecasts and other 
ees for the next 30 days. 
STOCKS FOR GROWTH POSSIBILITIES.’ 

close one dollar to help cover mailing costs. 


NAME 


ADDRESS 


9 An Opportunity to Test 


subscription period. In the meantime, you 
will have the peace of mind that can only 
come from knowing that, no matter what 
happens to the stock market, the wisdom 
and counsel of a reputable investment serv- 
ice is ready to guide you. 


And We Send You This, Too! 


With our Weekly Forecast, you will also 
receive: (1) Our Stock Services Digest, a 
weekly consensus of what 18 other leading 
investment services are recommending; (2) 
Our Private Market Commentary, containing 
our BUY and SELL suggestions; (3) Our 
MASTER LIST OF ST S; (4) Industry 
Surveys; (5) Growth Stock Recommenda- 
tions; (6) Model Stock Portfolios. 

This is an unusual opportunity to test the 
skill and forecasting ability of one of the 
country’s leading investment services with 
our compliments. No salesman will call. This 
offer open to new trial subscribers only 


SPECIAL DOLLAR OFFER 


INC. 
New York 17, New York 


Also send “3 NE 


I = 


(PLEASE PRINT) 
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Drei -Gontinental 
Corporation 


A Diversified Closed-End 


Investment Company 


Final Quarter Dividends 
Record Date December 15, 1959 


57 cents a share 


on the COMMON STOCK 
Payable December 24, 1959 


672 cents a share on the 
$2.70 PREFERRED STOCK 
Payable Janvary 1, 1960 


65 Broadway, New York 6, N. Y. 




















and prospectus 
send ad with your name and address to Dept. G-10 


be KEYSTONE COMPANY 
St., Boston 9, Mass. 








T. ROWE PRICE 
GROWTH STOCK FUND, INC. 


e 
OBJECTIVE: Possible long term 
growth of principal and income. 
OFFERING PRICE: Net asset value. 


There is no sales load or com- 
mission. 


REDEMPTION PRICE: Net asset 
value less 1°%,. 


Prospectus on request 
Dept. B 
10 Light Street Baltimore 2, Md. 














Free booklet-prospectus describes 
The Common 
Stock Fund 


of GROUP SECURITIES, INC. 


A mutual fund investing for income 
and possible growth through com- 
mon stocks selected for their invest- 
ment quality. Mail this ad. 

Moma 





Addco 


DISTRIBUTORS GROUP, INC. 
63 Wall Street, New York 5, N.Y. 
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(CONTINUED FROM PAGE 117) 


AMERICAN NATURAL GAS COMPANY Homes, National Cash Register. 
It may be much safer, and in the 


A NEW JERSEY CORPORATION long run more rewarding, to stick to 
the “big names” than to be tempted 
MICHIGAN CONSOLIDATED GAS COMPANY MILWAUKEE GAS LIGHT COMPANY too far out into the area of the “high 
MICHIGAN WISCONSIN PIPE LINE COMPANY AMERICAN LOUISIANA PIPE LINE COMPANY || | Steppers.” The high steppers may be 
| more fun for the time being—but re- 
AMERICAN NATURAL GAS PRODUCTION COMPANY | member that they may not be the 
| type of girl you want to live with or 
take home to mama. 
Chrysler Corp. (70) probably op- 
erated at a loss in the fourth quarter 
| and may be moderately in the red for 
| the full year 1959. Inability to obtain 
| enough steel, and premium prices for 
| part of the steel used, explain the 
showing. While these unfavorable re- 
sults could have a passing influence 
| on the price of the stock, it seems to 
| me that the price potential in the issue 
| is unimpaired. The Dart and Valiant 
| compact cars are being well received. 
Av em a US LEME A PESTRIRETION || OL Go ore comers, tae 
OPERATION-—-SERVING MORE THAN A MILLION CUSTOMERS — go oryype ay oor ay tage Par 
—CONTINUING ITS EXPANSION PROGRAM. \ : fae 
| (100). These two issues, in my opinion, 
are selling lower in relation to earn- 
ings and intermediate range price po- 
tential than most other stocks of their 
quality. 

A few of the candidates for rebound 
from selling for tax purposes are 
United Fruit, American Seating, In- 
ternational Shoe, Carrier Corp., Atlas 


BARN MORE a. , yon Bg Airplane and Douglas 


on Insured Savings 



































current annual rate 


in Southern California — GOODWIN 


1 (CONTINUED FROM PAGE 120) 
, : 0 
Earn more on your money with a savings account : s : ; feed 
at World Savings. The great shift of population 4 price since my recommendation. Earn 





and business activity to Southern California has ings mM 1259 were expected to be 
brought about increased earning power for save- INSURED SAYINGS slightly higher than the $3.17 per 
by-mail investors. Send for free booklet or air mail share earned in 1958. Further gains, 
funds to World Savings and receive booklet with perhaps to $4 per share, are looked for 
savings passbook by return air mail. this year, and the dividend may be in- 
creased. Continued retention and new 
purchases are recommended. 
INSURED SAVINGS Combustion Engineering, likewise, 
has been a disappointment. During 


* Your dividends are compounded quarterly 

¢ Our resources are now over $49,000,000.00 
Each account insured to $10,000 by the Federal 
Savings and Loan Insurance Corporation the first part of last year, the stock 
© Member of Federal Home Loan Bank System acted very well and advanced to a 
¢ Air Mail postage paid both ways high of 3814, from which it reacted to 
¢ Accounts opened by the 10th of any month the high 20s, where it is now selling. 
earn from the list =< Earnings last year were not expected 
Mail funds to: Oa to reach the $2.65 per share earned 
‘a in 1958 and are not expected to show 
WORLD SAVINGS os much improvement in 1960. The com- 
Ane LOA oN pany is a leading producer of steam 


7 generating equipment and nuclear 
TT i APRQOIATION power and should have an excellent 
‘ 


_— ae aA aa Co future. However, for the period im- 
- Pr ; i mediately ahead, the stock, in all 

Long Beach Bivd. at Imperial * Lynwood 9, California ‘ - probability, will not do much, and, un- 
in the heart of Los Angeles County (CONTINUED ON PAGE 129) 
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INDEX OF COMPANIES 


Twelfth Annual Report on American Industry 


-—— Te 12/14/58 
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Company 


Abbott Laboratories 
Admiral Corp. 

Air Reduction Co. 
Allied Chemical Corp. 
Allied Stores Corp. 
Allis-Chalmers Mfg. Co. 
Aluminium Ltd. 


Aluminum Co. of America 
American Airlines 

American Cyanamid Co. 
American Electric Power Co. 
American Enka Corp. 
American Express Co. 
Amer. & Foreign Power Co. 


American Home Products Corp. 
Amer. Mach. & Foundry Co. 
American Metal Climax 
American Motors Corp. 
American Natural Gas Co. 
American Smelting & Refining 
AT&T 


American Tobacco Co. 
American Viscose Corp. 
Anaconda Co. 

Armco Steel Corp. 
Armstrong Cork Co. 
Atlantic Refining Co. 
Avco Corp. 


Babcock & Wilcox Co. 
Baltimore & Ohio RR Co. 
Beaunit Mills 

Bendix Aviation Corp. 
Bethlehem Steel Co. 
Blaw-Knox Co. 

Boeing Airplane Co. 
Borg-Warner Corp. 
Braniff Airways 
Bristol-Myers Co. 
Budd Co., The 
Burlington industries 


California Packing Corp. 
Campbell! Soup Co. 

Cannon Milis Co. 

Capital Airlines 

Caterpillar Tractor Co. 
Celanese Corp. of America 
Cerro de Pasco Corp. 
Champion Paper & Fibre Co. 


Chance Vought Aircraft 
Chesapeake & Ohio Railway 
Chrysler Corp. 

Cities Service Co. 

Clark Equipment Co. 

The Coca-Cola Co. 


Colgate-Paimolive Co. 

The Columbia Gas System 
Combustion Engineering 
Commonwealth Edison Co. 
Cone Mills Corp. 

Con. Edison Co. of N.Y. 
Consolidated Natural Gas Co. 


Consumers Power Co. 
Continental Oil Co. 

Crane Co. 

Crown Zellerbach Corp. 
Crucible Steel Co. of Amer. 
Curtiss-Wright Corp. 


35 
27 
27 
41 
35 
101 


101 
75 
27 
83 
59 
72 
83 


105 
72 
101 
23 
65 
101 
72 


109 
59 
101 
93 
79 
89 
35 


, 





Wigh 


“oe 


1959 Range Last Indicated 
Price Dividend 


15% 
48 
25% 
42% 
3914 
991% 
29% 
261% 


Company 


Dan River Mills 

Deere & Co. 

Delta Air Lines 

Detroit Edison Co. 

Douglas Aircraft Co. 

Dow Chemical Co. 

Dresser Industries 

du Pont de Nemours & Co. 


Eastern Air Lines 
Eastman Kodak Co 

El Paso Natural Gas Co. 
Electric Autolite Co. 


Fairbanks, Morse & Co. 
Federated Department Stores 
Firestone Tire & Rubber Co. 
Flintkote Co., The 

Food Machinery & Chemical 
Ford Motor Co 

Freeport Sulphur Co. 


General Dynamics Corp. 
General Electric Co 

General Foods 

General Motors Corp 
General Public Utilities Corp 
General Tel. & Electronics 
Georgia-Pacific Corp. 


Gimbe! Bros. 

Goodrich, B. F., Co 
Goodyear Tire & Rubber Co. 
Grace, W. R., & Co. 

Grant, W. T., Co. 

Great Northern Paper Co 
Great Northern Railway Co. 
Gulf Oi!) Corp 


Hercules Powder Co. 


ideal Cement Co 

ilinois Central Railroad 
industrial Rayon Corp. 
Ingersoll-Rand Co. 

iniand Steel Co 

1BM Corp. 

international Harvester Co 
int’! Nickel Co. of Canada 
international Paper Co. 
T&T Corp 


Johns-Manville Corp 
Jones & Laughlin Stee! Corp 


Kaiser Aluminum & Chemical 
Kaiser Steel Corp 

Kennecott Copper Corp. 
Kimberly-Clark Corp. 
Xoppers Co. 

Kresge, S. S., Co 





—— To 12/14/88 ——. 
1959 Range Last 
High 


indicated 
Dividend 


indicated 
Yield 


L 


3.3 
3.6 
6.4 
3.3 
3.8 
42 
4.8 
5.6 
3.9 
6.6 


M 


Company 


Lehigh Portiand Cement Co. 
Libbey-Owens-Ford Glass Co. 
Liggett & Myers Tobacco Co. 
Eli Lilly & Co 

Lockheed Aircraft Corp. 
Lone Star Cement Corp. 
Lone Star Gas Co. 

Lorillard, P., Co. 
Lowenstein, M.. & Sons 
Louisville & Nashville RR. 


McDonnell Aircraft Corp. 
Macy, R. H., & Co 

Marshall Field & Co. 
Martin Co. 

May Department Stores Co. 
Mead Corp., The 

Mead Johnson & Co. 

Merck & Co. 

Middle South Utilities 


Milwaukee Road 
Minn.-Honeywell Regulator 
Minnesota Mining & Mfg. Co. 
Minnesota & Ontario Paper Co 
Missouri Pacific RR. 

Monsanto Chemical Co. 
Montgomery Ward & Co. 
Motorola 

Murphy, G.C., Co. 


National Airlines 

National Gypsum 

National Lead 

National Stee! Corp. 

New York Central RR. 
Niagara Mohawk Power Corp. 
Norfolk & Western Railway 


North American Aviation 
Northern Natural Gas Co. 
Northern Pacific Railway 
Northrop Corp. 
Northwest Airlines 
Norwich Pharmacal Co. 


Olin Mathieson Chemical 
Otis Elevator Co. 
Outboard Marine 


Pacific Gas & Electric Co. 

Pacific Lighting Corp. 65 
Pan American World Airways 75 
Panhandle Eastern Pipe Line 65 
Parke, Davis & Co. 105 
Penney, J. C., Co. 41 
Pennsylvania Railroad 45 
Peoples Gas Light & Coke Co. 65 


Pfizer, Chas., & Co. 105 
Phelps Dodge Corp. 101 
Philadelphia Electric Co. 83 
Phiico Corp. 35 
Philip Morris 109 
Phillips Petroleum Co. 89 
Pittsburgh Plate Glass Co. 79 
Procter & Gamble Co. 109 
Public Service Electric & Gas 83 


Radio Corporation of America 35 
Rayonier 59 
Raytheon Co. 35 
Republic Aviation Corp. 51 
Republic Steel Corp. 93 
Reynolds Metais Co. 101 





Company Page 


Reynolds, R. J., Tobacco Co. 
Rockwell-Standard Corp. 
Rohm & Haas Co. 


St. Regis Paper Co. 
Santa Fe Railway 
Schering Corp. 

Scott Paper Co. 

Sears, Roebuck & Co. 
Shell Oi! Co. 

Sinclair Oil Corp. 

Singer Manufacturing Co. 


Smith, Kline & French Labs. 
Socony Mobil Oil Co. 
Southern California Edison 
Southern Co., The 

Southern Natural Gas Co. 
Southern Pacific Co. 
Southern Railway Co. 

Sperry Rand Corp. 


Standard Brands 

Standard Oil Co. of Calif. 
Standard Oil Co. (indiana) 
Standard Oi! Co. (N. J.) 
Sterling Orug 

Stevens, J. P., & Co. 
Studebaker-Packard Corp. 
Sun Oil Co. 


Tenn. Gas Transmission Co. 
Texaco 

Texas Eastern Transmission 
Texas Gas Transmission 
Texas Guif Sulphur Co. 
Texas Utilities Co. 
Thompson Ramo Wooldridge 
Tidewater Oi! Co. 

Timken Roller Bearing Co. 
Trans World Airlines 
Transcont. Gas Pipe Line 


Union Carbide 

Union Oil Co. of California 
Union Pacific Kailroad Co. 
United Air Lines 

United Aircraft Corp. 
United Gas Corp. 

United Merchants & Mfrs. 
U.S. Gypsum Co. 

U.S. Plywood Corp. 

U.S. Rubber Co. 

U.S. Steel Corp. 

Upjohn Co. 


Vick Chemical Co. 


Warner-Lambert Pharm. 105 
West Virginia Pulp & Paper 97 
Western Union Telegraph Co. 72 
Westinghouse Electric Corp. 35 
Weyerhaeuser Co. 79 
Wheeling Steel Corp. 93 
Whir!pool Corp. 35 
Woolworth, F. W. 41 
Worthington Corp. 55 


Yale & Towne Mfg. Co. 
Youngstown Sheet & Tube Co. 


Zenith Radio Corp. 35 
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less readers are interested in the very 
long term, I suggest they consider 
selling the stock on a rally to the 30-32 
level where they would be about even 
with the price recommended. 

Douglas Aircraft, as predicted in 
this column, omitted its dividend and 
operated in the red last year as a 
result of large expense write-offs for 
the DC-8 jetliner. In 1960 profitable 
operations are expected to return, 
with earnings being tentatively esti- 
mated at between $3 and $4 a share. 
In the following years, further im- 
provement is looked for, as the DC-8 
becomes profitable and various missile 
programs now in their early stages 
come into production. For the pres- 
ent, the stock would appear to be a 
reasonable speculation between 35-40, 
which compares with a 1956 high of 95. 
Patience, however, will be required. 

Ex-Cell-O ran up to a new high of 
49% after being recommended here 
at 44 in July last year. However, the 
stock did not hold its gain and has 
since reacted to the 35-40 level, 
around which it is now selling. Results 
in 1959 were affected by a four-month 
strike at the company’s main plants, 
cutbacks in defense contracts and a 
slowing-up of machine tool demand 
due to the steel strike. One of the 
company’s officers recently stated that 
he thought 1959 earnings would be 
about $1.75-$1.80 per share and that 
sales would be around $i11-$112 mil- 
lion, vs. earnings and sales in 1958 of 
$2.35 and $123.8 million respectively. 
In 1°60 earnings and sales should rise 
to «ound “$2.25 a share or a little 
more, and $130-$135 million” respec- 
tively. Ex-Cell-O is a good company 
and should work out favorably on a 
long-term basis. For the short term, I 
suggest that it be held only by those 
who have patience. 

Kendall Co., for the first nine 
months ended September 1959, showed 
sales of $77.2 million vs. $69.2 million 
for the same period of 1958. Earn- 
ings rose from $2.01 to $3.37 per share, 
and for the full year are estimated at 
close to $5 per share vs. $3.60 per 
share in 1958. An increase in the $2- 
annual dividend this year would not 
be surprising. Long-range prospects 
continue attractive and retention is 
advised. Recent price, 56; price when 
recommended, 57. 

Manning, Maxwell & Moore was 
adversely affected by the steel strike 
last year, particularly in the third 
quarter, as earnings declined to 34c 
vs. 52c in the previous quarter. As a 
result, earnings for the entire year 
will undoubtedly be below the $2.11 
a share earned in 1958. An improve- 
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ment is anticipated in 1960, and opera- 
tions abroad should continue favorably 
to future earnings. Now selling around 
24 (recommended at 29), the stock 
would appear attractive. 

Seaboard Airline R.R. performed 
poorly during the past six months as 
have most railroad securities, and it 
has been only recently that it has 
begun to show signs of improvement. 
Earnings last year were satisfactory, 
having risen to $3.50 a share vs. $3.11 
a year ago. Moderate gains are ex- 
pected this year, and a dividend in- 
crease is possible. The merger with 
Atlantic Coast Line that I spoke of last 
June is still under discussion, and it is 
hoped that a consolidation will be 
forthcoming, as important savings 
should result. Now selling in the low 
30s, where the yield is 6%, the stock 
appears attractive for inproving in- 
come and moderate appreciation. 

Oil stocks performed poorly last 
year, due to a number of reasons 
which are well known. Many of the 
leading stocks in the group are now 
selling at prices to yield close to 5%, 
and I think the chances are that the 
worst is over for the industry. How 
much recovery can be expected soon, 
however, is difficult to say. Neverthe- 
less, it is my guess that, during the 
months ahead, the oils will make a 
bottom in preparation for better times 
ahead. Meanwhile, I advised reten- 
tion of the better grade companies in 
the field and suggest purchases on 
reactions from present levels. 


SCHULZ 
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decline as of early December suggests 
the probability of a rise above 679 and 
at least to target G (690). Such a 
move would re-affirm the major up- 
trend and would make the earlier 
base targets C and D reasonably 
realistic. (These targets seem to con- 
firm targets G and H.) They suggest 
an extension of the major uptrend by 
about 10%-12% beyond the 665 level 


in the DJI, toward the 750 mark. Such | 


na | why the REAL VALUES are, behind current 
a move should be within the range | 


of an intermediate-trend rise, but may 
be delayed by some further sidewise 
action below 680 and is likely to be 
interrupted by relatively brief periods 
of consolidation or correction. As for 
the validity of target E (810), I should 
want to see some forthcoming base 
action from which a similar target 
could be projected, before taking it 
solidly for granted. But I do think it 
indicates a possible further rise to 
some 20% above the 665 level, at least 
half of which can materialize during 
the new calendar year. 








EXECUTIVES... 
“site-see” 


INDUSTRIAL COLORADO 


Discover how your company con profit 
positively in Colorado. 
learn why Colorado has become ‘‘the 
State that more thon meets your site 
requirements. 
Examine the documented facts on Colo- 
redo’s great wealth of Manpower, Ma- 
terials, Markets. 

@ See why Pleasont Living, o product of 
Colorado’s magic climote, is such a 
valuable bonus to industry. 


This revised-to-the-minute 9-booklet portfolic, 
““Industeial Celerede.** en tat 





tive, concise onelysis of the opportunities 
owoilting new ond expending industry in 
Colerade. 


WRITE FOR YOUR COPY TODAY! 


GoLrceravo 


DEPARTMENT OF DEVELOPMENT 
52 STATE CAPITOL BLDG., DENVER 2, COLO. 
Your inquiry will be held in strictest confidence, 





let Barron's Help You 


PICK GOOD 
INVESTMENTS 


17 weeks’ trial only $5 


To help you build your capital and increase 
your investment income —get a trial subscrip- 
tion to Barron's National Business and Finan- 
cial Weekly. It will give you the facts you need 
te make yourself a better judge of the invest- 
ment values in today’s markets 

No other business or investment publication 
is like Barron's. It is written for the man who 
makes up his own mind about his own money. 
It is the only weekly affiliated with Dow Jones, 
and has full use of Dow Jones’ vast, specialized 
information in serving you. 

In Barron's you are shown what, where, and 


security prices. You get clear. well-founded in- 
formation each week . . . on the condition and 
prospects (the changing fortunes) of individual 
corporations —and on industrial and market 
trends. 

A trial subseription—17 weeks for only $5 
— brings you: 

Everything you need to know to help you 
handle your business and investment affairs 
with greater understanding and foresight ‘ 
the investment implications of current political 
and economic events . . . the perspective you 
must have to anticipate trends and grasp profit- 
able investment opportunities. 

See for yourself oo important Barron's can 
be to you in the eventful weeks ahead. Its sub- 
scription price is $15 a year, but you can try it 
for 17 weeks for $5. Just tear out this ad and 
send it today with your check for $5; or tell us 
to bill you. Address: Barron's, 392 Newbury 
Street, Boston 15, Mass. F-11 
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ON THE 


TH 0 U ¢ HTS BUSINESS OF LIFE 


It is wonderful how preposterously 
the affairs of the world are managed. 
We assemble parliaments and coun- 
cils to have the benefit of collected 
wisdom, but we necessarily have, at 
the same time, the inconvenience of 
their collected passions, prejudices 
and private interests: for regulating 
commerce an assembly of great men 
is the greatest fool on earth. 

—BENJAMIN FRANKLIN. 


Man is not born to solve the prob- 
lem of the universe, but to find out 
what he has to do; and to restrain 
himself within the limits of his com- 
prehension. —GOETHE. 


We always exempt ourselves from 
the common laws. When I was a boy 
and the dentist pulled out a second 
tooth, I thought to myself that I would 
grow a third if I needed it. Expe- 
rience discouraged this prophecy. 

—OLiver WeNDELL Howes, Jr. 


Advice is seldom welcome; and 
those who want it the most always 
like it the least. 

—Lorp CHESTERFIELD. 


Discern of the coming on of years, 
and think not to do the same things 
still, for age will not be defied. 

—Francis Bacon. 


The first forty years of life give us 
the text; the next thirty supply the 
commentary on it. 

—ARTHUR SCHOPENHAUER. 


My idea of an agreeable person is a 
person who agrees with me. 
—BENJAMIN DISRAELI. 


If you aspire to the highest place 
it is no disgrace to stop at the second, 
or even the third. —CIcERO. 


When you start crowing you stop 
growing. —ALBERT B. Lorp. 


Hear one man before you answer, 
several before you decide. 
—DanisH SaYINc. 


What has been the fashion once, 
will come into fashion again. 
—JAPANESE PROVERB. 


There are five types of men who 
fail in life: the machine, the miser, 
the hermit, the snob and the brute. 

—Wa ter WILBER GRUBE. 
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Nature will not forgive those who 
fail to fulfill the law of their being. 
The law of human beings is wisdom 
and goodness, not unlimited acquisi- 
tion. —Ropert Maynarp HurTcHins. 


No army can withstand the strength 
of an idea whose time has come. 
—Victor Huso. 


Wicugte Aged 


B. C. FORBES: 


About the best resolution you 
can make this year is to have 
resolution. No man can fight his 
way to the top and stay at the 
top without exercising the fullest 
measure of grit, courage, deter- 
mination, resolution. Every man 
who gets anywhere does so be- 
cause he first firmly resolves to 
progress in the world and then 
has enough stick-to-itiveness to 
transform his resolution into a 





reality. Sometimes I feel that if 
a person has enough resolution, 
he has almost all that is neces- 
sary to the attaining of a reason- 
able measure of success. Without 
resolution, no man can win any 
worthwhile place among his fel- 
lowmen. At the beginning of this 
New Year, therefore, resolve to 
have resolution. 


A public right cannot be changed 
by private agreement. —Law Maxim. 


The true epic of our times is not 
“arms and the man,” but “tools and 
the man,” an infinitely wider kind of 
epic. THomas CARLYLE. 


Happy is the man who can endure 
the highest and lowest fortune. He 
who has endured such vicissitudes 
with equanimity has deprived mis- 
fortune of its power. —SENECA. 


There is no harm in being some- 
times wrong—especially if one is 
promptly found out. 

—JoHun Maynarp Keynes. 


I have long been profoundly con- 
vinced that in the very nature of 
things, employers and employees are 
partners, not enemies; that their in- 
terests are common, not opposed; that 
in the long run the success of each is 
dependent upon the success of the 
other. —Joun D. RocKere._er, JR. 


The future belongs to those who 
are virile, to whom it is a pleasure 
to live, to create, to whet their in- 
telligence on that of the others. 

—Sir Henri DETERDING. 


When I hear somebody sigh that 
“Life is hard,” I am always tempted 
to ask, “Compared to what?” 

—Sypney Harris. 


A man with a surplus can control 
circumstances, but a man without a 
surplus is controlled by them, and 
often he has no opportunity to exer- 
cise juagment. —Harvey S. Firestone. 


Correct living adds to the prob- 
ability of success; no man can work 
well or think well with his life line 
filled with clinkers. —Ep. Howe. 


There is a point, of course, where a 
man must take the isolated peak and 
break with all his associates for clear 
principle; but until that time comes 
he must work, if he would be of use, 
with men as they are. As long as the 
good in them overbalances the evil, 
let him work with them for the best 
that can be obtained. 

—THEODORE ROOSEVELT. 


Better shun the bait than struggle 
in the snare. —JouN Dryven. 


A great memory does not make a 
mind, any more than a dictionary is a 
piece of literature. 

—Joun Henry NEwMan. 


Happiness is only a by-product of 
successful living. 
—Dr. Austen Fox Ricos. 
The most complete revenge is not to 
imitate the aggressor. 
—Marcus AURELIUS. 


| More than 3,000 selected “Thoughts” 
| available in a 544-page book. Regu- 
lar edition, $5. 





A Text... 


Sent in by David Gustapon, 
Farmington, Conn. What's your 
favorite text? A Forbes book is 
presented to senders of text used. 


Better is the end of a thing than the begin- 
ning thereof; and the patient in spirit is better 
than the proud in spirit. 


—EccLestasTes 7:8 
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...helps electrical manufacturers package power! 


Wound into the core of every motor, coil and transformer are miles 

of magnet wire—some finer than a human hair. Electricity, 

conducted through these insulated windings, creates the forces that operate 
household appliances, industrial machines and electronic devices. 

Today, Phelps Dodge supplies electrical manufacturers with the most widely 
diversified line of magnet wire in the world, helping them make 

their equipment ever more powerful, efficient, smaller and easier to use. 


PHELPS DODGE COPPER PRODUCTS 


Corporation + GOO Park Avenue, New York 22, N.Y 


FIRST FOR LASTING QUALITY—FROM MINE TO MARKET 
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THE SHERATON - DALLAS 


IN SOUTHLAND CENTER 


Leeann Lia 


You get so much more of everything you want comfortingly modest . . . the living wonderfully 
at this newest hotel in Dallas. It’s one of the lavish. All air-conditioned. Free parking within 
world’s finest and most luxurious. The rates are hotel. Call your nearest Sheraton for reservations. 


Diners’ Club card honored for all hotel services. Sheraton Corporation shares are listed on the New York Stock Exchange 


the proudest 
name in 


HOTELS 


For Reservations 
the new 
4-Second 
Reservatron oF 
Direct-Line Teletype 
call your nearest 
Sheraton Hote! 


EAST 

NEW YORK 
Park-Sheraton 
Sheraton-East 
(the Ambassador) 
Sheraton Atlantic 
(formerly 
Sheraton-McAlpin) 
Sheraton- Russel! 


BOSTON 
Sheraton-Plaza 

WASHINGTON 
Sheraton-Cariton 
Sheraton-Park 

PITTSBURGH 
Penn-Sheraton 


MORE 
Sheraton-Belvedere 
PHILADELPHIA 
Sheraton Hotel 
PROVIDENCE 
Sheraton-Biltmere 


SPRINGFIELD, Miss 
Sheraton-Kimball 


ALBANY 
Sheraton-Ten Eyck 


ROCHESTER 
Sheraton Hote! 


BUFFALO 
Sheraton Hote! 


YRACUSE 
Sheraton-Syracuse inn 
BINGHAMTON, N.Y 
Sheraton Inn 


MIDWEST 


ICAGO 
Sheraton-Blackstone 
Sheraton Towers 


DETROIT 
Sheraton -Cadiliac 


CLEVELAND 
Sheraton -Cleveiand 
CINCINNATI 
Sheraten-Gibson 
ST. Louis 
Sheraton-Jefferson 


OMAHA 

Sheraton- Fontenelle 
AKRON 

Sheraton Hote! 


INDIANAPOLIS 
Sheraton-Lincoin 
FRENCH LICK, ind. 
French Lick-Sheraton 
RAPID CITY, S.D. 
Sheraton-Johnson 
SIOUX CITY, lowa 
Sheraton -Martin 
Sheraton- Warrior 
SIOUX FALLS, $. D. 
Sheraton-Carpenter 
Sheraton-Cataract 
CEDAR RAPIDS, lowa 
Sheraton-Montrose 
SOUTH 
LOUISVILLE 
Sheraton Hotel 
The Watterson 


DALLAS 
Sheraton-Datias 


NEW ORLEANS 
Sheraton-Charies 

MOBILE, Alabama 
The Battle House 
WEST COAST 


SAN FRANCISCO 
Sheraton-Palace 


LOS ANGELES 
Sheraton-West 
(formerly the 
Sheraton-Town House) 

P 


ENA 
Huntington-Sheraton 
PORTLAND, Oregon 
Sheraton-Portiand Hotel 


HAWAII 


HONOLULU 
Royal Hawaiian 
Princess Kaiulani 
Moana 
Surfrider 


CANADA 


MONTREAL 
Sheraton-Mt. Royal 
The Laurentien 


TORONTO 
King Edward Sheraton 
NIAGARA FALLS, Ont. 
Sheraton-Brock 


HAMILTON, Ont. 
Sheraton-Connaught 
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